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PREFACE 


ONCE upon a time a young man sect out to write the 
definitive book on China. He prepared himself bv 
studying al] that had been written on the subject. He 
lcarned the language. And so great became his reputation 
as an expert on China that a publisher gave him a most 
advantageous contract and a big advance. Thus prepared, 
he Janded in Shanghai one fine morning. He spent a 
pleasant day calling on some people who had_ been 
recommended to him as wise in the ways of the country 
and he was dined and wined wherever he went. He 
returned to his hotel late at night, but could not go to 
sleep. His head almost burst with ideas. Finally, in the 
false dawn, he got out of bed again to jot down a few of 
these thoughts. When he rose from his desk twelve hours 
later, he had a most comprehensive, most beautiful 
outline; the book was done except for the transcription of 
his mental shorthand. He only needed a few minor 
statistics on some unimportant point. ‘‘Well,” said the 
young man to himself as he read over his outline, “onc 
day's delay won't make much difference; I might as well 
get those figures to-morrow so that I won’t have to 
interrupt my writing later on.” That was forty-six years 
ago; last heard of the young man—now a very old man— 
was still looking up a few minor details and figures. 

The subject of this book, the social and_ political 
problems of industrial socicty, 1s fully as big as China and 
even less known. My qualifications for writing it are vastly 
inferior to those of the young man in our story. Hence this 
study cannot and does not claim to be complete or 
conclusive. It touches wpon far more topics than could be 
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adequately treated within the covers of a short book, or be 
mastered and understood even by a man much better 
traincd than the author. Yet it docs not discuss cnough 
topics to cover the ficld; and the omissions may well be 
serious enough to affect the conclusions. The subject is so 
ambitious as to make the author’s attempts to deal with it 
appear journalistic; yet the book is not ambitious cnough 
to do justice to the subject. The only excuse the author 
has is that the alternative to submitting to the public so 
sketchy an essay would have been to follow the example of 
our friend in China and postpone writing and publication 
if not for ever, at least for a lifetime. This may well have 
been the preferable course. But it seems to me that we 
cannot afford to postpone any further the discussion of the 
fundamentals of our industrial society. There is no morc 
urgent, no more immediate topic for Amcrica—and none 
which is less known and less discussed. This book docs not 
attempt to give the answers; it hopes only to raise questions. 
It does not pretend to be the definitive book on the re- 
lationship between the big-business corporation and a free 
industrial society; it is an opening statement in what I 
hope will be a lively and fruitful debate. 


* * * 


My interest in the social and political approach to the 
problems of an industrial society —as distinct from 
economics—gocs back a considerable time. Nevertheless 
1 would not have been able to work out even this pre- 
liminary sketch but for an invitation received in the 
autumn of 1943. The Gencral Motors Corporation asked 
me to study and to report on its managerial policics and 
organizations from the standpoint of an outside consultant, 
in which capacity I served for cightcen months. This 
invitation not only made possible this study financially; it 
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also made available to me the records and the plants of 
Gencral Motors as well as the rich experience of its 
exccutives. Necdless to say the opinions expressed and the 
conclusions reachcd in this book are exclusively mince, and 
do not reflect the opinions and conclusions of General 
Motors Corporation or of any of its officers. But it would 
be ungrateful not to admit how much clarity and under- 
standing this book owes to members of General Motors’ 
management in the central offices in New York and 
Detroit as well as in the manufacturing divisions. That the 
end of my investigation means necessarily the end of the 
close contact with this group which it has been my 
privilege to enjoy for almost two years, fills me with real 
regret. 

I also want to record the great debt this book owes to 
many other friends—in the government service, in trade 
unions, in business, who abundantly gave of their know- 
ledge and expcricnce. 

PETER F. DRUCKER. 
Bennington, Vermont, 


January 2, 1946 


CHAPTER ONE 


CAPITALISM IN ONE COUNTRY 


Tuts book on the central problems of American industrial 
society rests on the one assumption that nothing could 
induce the overwhelming majority of the Amcrican people 
to give up the belicf in a free-enterprise economic system 
exccpt a major catastrophe such as a new total war or a 
new total depression. This does not mean that history will 
necessarily prove the American people right or makc their 
belicfs prevail. But it means that there is only one course 
open to American political and economic statesmanship: 
the attempt to make a free-enterprisc system work. For it 
is obvious that any attempt at organizing our economic 
and social system on another than the frec-entcrprise 
basis—cither because the free-enterprise system fails to 
work or because it is considered undcsirable—will 
introduce into Amcrican socicty a tension between 
political belief and social reality, between the will of the 
people and their actions, which would compromise our 
national unity and paralyse our political and economic 
faculties. The central questions of American statesmanship 
must thus be: how does the free-enterprise system function 
and what are its problems; what can it do, what can it not 
do; and what are the questions yet to be answered? 

On America’s ability to make the free-enterprise system 
work depends not only her stability at home but world 
peace. Peace in the post-war world will not rest, as it 
always has in the history of the modern West, upon the 
homogeneity of political, social and economic beliefs and 
institutions, transcending national boundaries, but upon 
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the ability and willingness of radically different political] 
and cconomic systems to live together peaceably. This— 
an unprecedented task—can only be achieved if each of 
the major countries can prove her particular system to be 
stable and successful. We have gradually learned that the 
ability of the Sovict Union to realize a stable and success- 
ful “socialism in one country” is the prerequisite for 
Russia’s collaboration in the maintenance of the peace. 
Should she fail in this attempt she would have to resort to 
isolationism, world revolution or impcrialist aggression; 
for every devclopment anywhere exccpt in the direction of 
a communist dictatorship would have to appear to her as a 
direct attack upon her national security. We will now 
have to learn that similarly the ability of the United States 
to participate in the maintenance of peace in a world of 
Great Powers based upon competing principles of political 
and social order, depends on our ability to create a success- 
ful, stable and confident ‘“‘capitalism in one country”’. 
Thus to make our free-enterprise system function—as the 
basis of domestic strength and unity and as a model for 
others—is the most important and the most immediate 
contribution Americans can make to international peace. 

In accepting this approach this book does not intend to 
become an apology for free enterprise. On the contrary, 
we shall often be a great deal more critical of the existing 
order than are its enemics. We shall demand of it not only 
the performance of economic functions but the discharge 
of heavy social and political tasks. But the purpose of this 
study is not to prove that free enterprise is good or bad but 
to find out the extent to which it does its job and the most 
promising line of approach for the performance of those 
jobs that remain to be done. And if only because the 
American people do so, we have to assume that free 
enterprise can function. 
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But what do the American people mean by “free enter- 
prise’? The term has become so loose that even the 
American Communist Party in one of its giddy gyrations 
could declare itself in favour of “‘free enterprise’. Yct, I 
think that it 1s quite clear, on the whole, what the people 
have in mind when they use the term. It does not exclude 
government regulation or government limitation of 
business; but it sees the function of government in setting 
the frame within which business 1s to be conducted rather 
than in running business enterprises. It docs not, however, 
exclude government management or government owncr- 
ship of natural monopolies or of industries producing 
exclusively for national use such as armament plants; it is 
quite obvious that the American pcople do not regard the 
Tennessee Valley Authority as incompatible with their 
belicf in free enterprise, and that proposals for the 
nationalization of public utilitics, ratlways and even of 
natural resources, while not received too cordially, are not 
felt to violate a basic principle. 

But public enterprise is seen not as the rule but as an 
exception that needs special justification and special safc- 
guards. And outside of this limited sphere of public 
enterprise, business, according to the Amcrican tenct of 
free enterprise as popularly undcrstood to-day, 1s to be in 
the hands of men who are neither appointed by the 
political authorities nor responsible to any political agency 
other than courts of law. And the productive resources of 
the country are to be owncd privately. 

The popular concept implics further the acceptance of 
profit as motivating and controlling business actions. It 
implies that the consumer decides what he wants to buy, 
and that prices are based on supply and demand in the 
market rather than politically determined. Finally in- 
cluded in the concept of free enterprise is the acceptance of 
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the privately-owned, independently-managed corporation 
producing for profit goods to be suld on a compctitive 
market. It is in this sense that the term will be used 
throughout this study; and it is out of this definition of free 
enterprise that the large corporation emcrges as the focus 
of any study of American industrial society.* 


* NOTE ON TERMINOLOGY. The phenomenon of an industrial 
society 15 so recent—-or rather our awareness of it 15 so recunt-——-that we 
have no generally accepted terms to describe its representative in- 
stitutions What we have to describe and to analyse is (a) the large 
technically integrated unit which our technology demands, and (b) the 
specific legal and economic institution in which the technological unit is 
organized, and by means of which it becomes effective socially and 
economically The first of these 19 independent of the specific social, 
pohtical or economic system of a specific country—it 1s a technological 
fact which 1s the same wherever and under whatever conditions modern 
industry exists The second 1s determined by a country’s specific 
pohtical and economic order The terms available and in general use are 
vague, misleading and full of emotional overtones For the first concept 
we have the choice between the clumsy “intcgrated unit of large-scale 
production” and the emotionally charged “Big Business’ In spite of all 
its obvious shortcomings this book will use the term “Big Business’’ 
consistently to describe the physical and technological unit of production, 
whether organized in a privately-owned corporation under a competitive 
frec-enterprise system or as a government-owned trust asin Russia _ I 
feel justified in this because the term, apart from being short and in 
common usage, means originally and literally what I make :t mean 
The emotional overtones are not in the term but were added by a half- 
century's struggle against abuses of modern industry 

Much more difficult was the decision on a term to describe the social 
and economic institution in which Big Business 1s organized under the 
American free-enterprise system. There is only one term in common 
usage corporation Usually itis quite clear what it means as 1n the title 
of the book by Berle and Means, The Modern Corporation and Private 
Property It is also clear, however, that this use may be extremely 
confusing as the term has a very different legal meaning which 1s by nu 
means catinct or confined to the legal profession Berle and Means, for 
instance, do not intend to include the corner cigar stores in their dis- 
cussion even though in many cases they are corporations Nor do they 
mean to exclude a large business that—as may well happen—is owned 
by an unlimited partnership We have no separate word, however, for 
the large-scale business enterprise—usually, 1f not always, owned in 
corporate form Hence I find myself constrained to follow common 
usage and to use the term “‘large corporation” or ‘‘corporation”’ (wherever 
context permits the dropping of the adjective) in spite of its obvious 
shortcomungs 
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Less than ten years ago it still seemed to be a vital issue of 
Amcrican politics whether to have Big Business or not. 
To-day the very question is meaningless if not frivolous. It 
has become obvious that no modern society can maintain 
its existence or independence except as an industrial 
society using modern industrial technology; and it is as 
truc as ever that survival is the first law of any socicty. It 
has also become obvious that modern industrial technology 
requires some form of big-business organization—that is 
large, integrated plants using mass-production methods— 
for its operation. Therefore Big Business is somcthing that 
must be accepted in any modern industrial country. It 
also has become clear that the large industrial unit is not 
just a concomitant of modern industrial technology but 
the very centre of modern industrial socicty. The large 
industrial unit has become our reprcsentative social 
actuality; and its social organization, the large cor- 
poration in this country, our representative social in- 
stitution. In other words, Big Busincss is the general 
condition of modern industrial society irrespective of the 
forms of social organization or the political beliefs adopted 
in particular countries. Even to raise the question whether 
Big Business is desirable or not 1s therefore nothing but 
sentimental nostalgia. The central problem of all modern 
society is not whcther we want Big Business but what we 
want of it, and what organization of Big Business and of 
the society it servcs is best equipped to realize our wishes 
and demands. 

The fact that the large corporation has become 
America’s representative social institution is often ob- 
scured in our political discussion to-day by that fallacy— 
so easily indulged in by democracy and so dangerous to 
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it—which identifies the representative and determining 
with the numerical majority. Thus, statements are current 
which try to explain the dominant position of the large 
corporations by asserting that they employ a majority of 
our industrial workers, that they handle the major part of 
our industrial production, control the bulk of the country’s 
productive resources, etc. Of course every single one of 
these assertions 1s refuted by the most elementary statistical 
evidence which makes it very casy and scemingly plausible 
to assert that the large corporation cannot be the re- 
presentative instituuon of our socicty because of its 
minority position. 

But what determines the structure of a socicty is not the 
majority but the leaders. It is not majority behaviour that 
is the typical behaviour in a society but that behaviour 
that comes closest to the social ideal; and that, by de- 
finition, can only be the behaviour of a small minority. 
Only a minute fraction of the inhabitants of Victorian 
England were “gentlemen” in the social sense. What is 
more, the great majority of the people, the lower middle 
and working classes, would not have wantcd to be “‘gentle- 
men”. They very definitely refused to regard this social 
idcal as valid and as binding on them. Yet they not only 
accepted the leadership of the “gentlemen”; they expected 
members of their own class who had risen to positions of 
leadership, to become “gentlemen”. What made the 
‘“gentleman”’ the representative type of Victorian England 
was his acceptance as such and his actual role in setting 
standards for the non-gentlemen, not his numerical weight. 

What we look for in analysing American society to-day 
is thercfore the institution which sets the standard for the 
way of life and the mode of living of our citizens; which 
leads, moulds and dirccts; which determines our per- 
spective on our own society; around which crvstallize our 
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social problems and to which we look for their solution. 
What is essential in a society is, in other words, not the 
static mass but the dynamic element; not the multitude of 
facts but the symbol] through which the facts are organized 
in a social pattern; not, in other words, the average but 
the representative. And this, in our socicty to-day, is the 
large corporation. 

This assertion should have been self-evident even before 
the war; but the war has supplicd proof beyond any doubt. 
Some time ago a statement was given wide currency in 
which a government official asserted that a handful of 
large corporations which, before the war, had controlled 
only a small part of America’s production, had, during the 
war, managed to increase their share to almost three- 
quarters of the total. This statement was not only in flat 
contradiction to all the known facts; it also tried to prove 
its point by a statistical sleight of hand which came close 
to sheer demagogy.* 

What was interesting was, however, not the statement 
but the fact that it was gencrally accepted even though its 
logical fallacy was so obvious as to be spotted normally at 


* The statement itself ran as follows ‘Before the war the largest 
American corporations handled about 30 per cent of the nation’s in- 
dustrial production, the same corporations held 70 per cent of the war 
contracts Therefore Big Business doubled its share in the American 
economy during the war ’’ Obviously this 1s on the Jevel of the attempt 
of a grade school child to subtract three apples from four cows. In the 
first place, war business, even at 1ts peak never amounted to more than 
50 per cent of the national business, 70 per cent of the war contracts thus 
equalled only 35 per cent of the total] national production at the most; 
and nothing was said about the development in the civilian sector of the 
economy in which, according to all evidence, the share of small business 
increased considerably during the war Secondly, to hold a contract 1s 
not identical with production As 15 generally known, a very sub- 
stantial part of the war contracts held by the big corporations was 
subcontracted to medium-sized and small businesses; and every large 
corporation reported that it subcontracted a much larger share of its 
war contracts to small and medium-sized firms than it used to do in 
peace times. 
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once by any adult reader. For it showed the general 
awareness of the fact that the war has brought out the 
large corporation as the representative institution of 
Amcrican socicty to-day. The only reason why the gencral 
public could be fooled by a statement purporting to prove 
that the large corporation had become first in quantity 
during the war was that the gencral public had already 
realized as a result of the war that the large corporation 
had become first in importance. The miracle of con- 
version to war-production was clearly wrought by the 
large corporation. The war showed that it is the large 
corporation which determines the limits of productivity 
of an economic system. It showed that it is the large 
corporation to which we must look for the lead in techno- 
logical research and product improvement. In other 
words, the war made clear that it 1s the large corporation 
which determines the economic and technological con- 
ditions under which our economy operates. The large 
corporations do not employ more than a minority of 
industrial labour but their labour rclations set the 
standards for the nation, their wage scale determines the 
national wage scale, their working conditions and working- 
hours are the norm, ctc. While the large corporations do 
not control a majority of the nation’s business, their 
prosperity determines the prosperity of the nation. If we 
talk about economic opportunities in Amcrica we have in 
mind above all the opportunities offered in the modern 
mass-production factory and the modern large cor- 
poration. If we talk about the American technology, we 
do not think of the statistical average but of the standard 
established by the leaders. If we look upon the two other 
new social institutions of basic importance that have 
emerged in our socicty during the last half-century, the 
labour union and the administrative government agency, 
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we sec that they are nothing but social responses to the 
phenomenon of modern Big Business and of the cor- 

ration. In fine, it is the large corporation—the specific 
form in which Big Business 1s organized in a free-enterprise 
economy—which has emerged as the representative and 
determining socio-economic institution which scts the 
pattern and determines the behaviour even of the owner 
of the corner cigar store who never owned a share of 
stock, and of his errand boy who never set foot in a mill. 
And thus the character of our society 1s determined and 
patterned by the structural organization of Big Business, 
the technology of the mass-production plant, and the 
degree to which our social beliefs and promises are realized 
in and by the large corporation. 

The emergence of Big Business, 1.c. the large integrated 
industrial unit, as a social reality during the past fifty 
years is the most important event in the recent sccial 
history of the Western world. It is even possible that to 
future generations the world wars of our time will seem to 
have been an incident in the rise of big-business socicty just 
as to many historians the Napoleonic wars have come to 
appear incidental to the industrial revolution. Even 
to-day, there are observers who interpret the conflict 
between the ideologies of Western Democracy, Russian 
Communism and Fascism as primarily a conflict between 
different concepts of a big-busincss industrial socicty; and 
unless misinterpreted so as to make it appear a denial of 
the reality of the moral issues at stake (as docs, for instance, 
Mr. Jamcs Burnham in his The Managerial Revolution, so 
widely read a few years back), this view makes a good deal 
of sensc. 

Certainly, the problem of the political, social and 
economic organization of Big Business is not unique to one 
country but common to the entire Western world. And 
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this means that there is a wide area where it makcs little 
difference whether we discuss conditions in the United 
States or in Russia, whether we assume a free-cnterprise 
society, Communism or Nazism. For the entire realm of 
social cngineering is an objective realm. Profit and 
profitability, for instance, fulfil the same function under 
any system of economic organization; they are respectively 
the risk premium and the yard-stick without which 
economic life simply cannot go on. And it is therefore an 
objective question—at Icast from the point of view of 
business organization—what is more efficient as a basis for 
measuring profitability: a system based on a free market or 
cost-accounting based on planned prices? 

Yet, social enginecring alone determines nothing— 
except the limits of possibility. The question always 
remains to what purpose the machinery is to be used. The 
social engineer may, for instance, decide that profitability 
based on free-market prices is the most reliable yard- 
stick; and his society may still decide to use the less 
rchiable system of cost-accounting based on planned prices 
as the only one compatible with its social beliefs and 
purposes—which is precisely what happened in Soviet 
Russia. It is indeed the first question of any analysis of a 
social or political institution: what is necessary to make it 
function cfficiently, to make it survive, to provide adequate 
leadership? For the first thing society demands of an 
institution is that it function. But also and at the same 
time we must ask what requirements must the institution 
fulfil in order to make society function and be stable? For 
the first thing the individual demands of his socicty is that 
it function. And both questions are only posed to enable 
us to ask: what is the purpose for which we want to use this 
institution and how does it fulfil it? 

In this book we will be vitally concerned with social 
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engineering; and that part of our discussion would be as 
applicable to Sweden as to the United States, to a Nazi 
trust as to a corporation in a free capitalist economy. But 
we shall focus not on general principles applicable any- 
where at any time, but on the United States of to-day and 
to-morrow; not on business organization in general but on 
the large Amcrican corporation. Our problem is not just 
how Big Business functions but how the large corporation 
functions in America’s free socicty. This is a new problem 
—it hardly existed before 1929 and was totally unknown 
before 1914. Hence we cannot demand a final answer— 
we should actually be highly suspicious of anything that 
pretends to be that. Promising approaches are all we can 
rcasonably expcct to find. 


Our study has to start with the principles involved. Yet 
a discussion confined to the purely theoretical would be 
aimless and useless unless its conclusions were checked by, 
and applied to, an analysis of the concrete conditions of 
American social life. Therefore, this study of the cor- 
poration as our representative social institution 1s focused 
on the analysis of one specific corporation: General 
Motors. 

There are several reasons why General Motors seems 
most suitable to serve as a representative example of the 
Amcrican large corporation. In the first place, it 1s the 
biggest industrial corporation in this country, employing 
in pre-war timcs about two hundred and fifty thousand 
people, and twice that number during the peak of World 
War II. It is the largest unit in the automobile industry, 
which is the pioncer of modern mass-production industry 
and therefore most representative of the conditions and 
problems of modern industrial society. The main reason 
is, however, that Gencral Motors—to my knowledge, alone 
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of all American corporations—has for almost twenty-five 
years been consciously and deliberately work'ng at basic 
problems of policy and has consciously and dcliberately 
based its policy on the conception of the modern cor- 
poration as a social institution. Hence, the policy 
decisions of the Gencral Motors Corporation, its successes, 
difficultics and failurcs, have a gencral relevance for 
American industry. 

It is not intended to claim that General Motors has gone 
farthest in every single direction in the exploration of the 
social issucs of modern corporate life. On the contrary, 
the management of the company itself would be the first to 
point out that, for instance, in employee training the Bell 
Telephone system has donc the outstanding job, that many 
of the financial principles of policy control which play 
such an important part in Gencral Motors derive from the 
expcricnce of Du-Pont’s, etc. But as the result of prolonged 
investigation, I have come to the conclusion that while 
other companics may have gone farther in specific 
directions, none has worked on the problem as a whole as 
consistently and has been as conscious of the central issues 
as General Motors. Hence, General Motors can be fairly 
considered as representative of the achievement, possi- 
bilities, problems and perils of the large corporation. 


3 


THE qucstions we shall deal with in this book are the 
traditional questions of politics and political analysis. 
What is new in this book is their application to the large 
corporation. Not that we do not have a tremendous 
literature dealing with business and industry. We have 
more matcrial than any man can read—often of a high 
order—on economic problems such as monopolies, 
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business cycles, prices, etc. We have a large and steadily 
growing literature on business management which has 
been freely drawn upon in this study; and while much of it 
deals with purcly formal or with purely internal questions, 
the writings of such men as Chester I. Barnard, James D. 
Mooney and Ordway Tead, or the work done at the 
Harvard Business School have contributed greatly to our 
knowledge of the corporation as an organization. But 
neither the student of economic policy nor that of business 
management analyses the corporation politically, that is 
as a social institution organizing human cfforts to a 
common end. Our study, however, sces the esscnce and 
the purpose of the corporation not in its cconomic per- 
formance or in its formal rulcs but in the human rclation- 
ship both between the members of the corporation and 
between the corporation and the citizens outside of it. 


Any social and political analysis of an institution has to 
proceed on threc levels. 

It has to look at the institution as autonomous— 
governcd by the rules of its own structure and determined 
by the desire for survival—capable to be judged in terms 
of its own purpose. 

Every institution has to be analysed in terms of the 
beliefs and promises of the society which it serves. Does 
the institution strengthen the citizen’s allegiance to his 
socicty by furthering the rcalization of society’s ethical 
belicfs and promises? This is particularly important if we 
dea] with an institution which is central to a society as by 
this very fact its performance in the realization of the 
basic social beliefs and promises is regarded as indicative 
of the performance of socicty itself. 

It has to analyse the institution in its relationship to the 
functional requirements of the society of which the 
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institution is a part; what organization of the institution is 
most conducive to the survival and stability of organized 
socicty, and what conflicts exist between the purpose of 
the corporation as an autonomous body and the needs of 
the society in which it lives. 

There are three main problems on the first level, that of 
the corporation as an autonomous institution. There is 
the problem of policy: An institution must have a long- 
term programme and rules of behaviour and operation. 
Yet its policies must be flexible enough to allow for 
adaptation to new problems and to changes in conditions. 
There 1s a whole complex of problems centring around 
the question of Icadership: how to insure an adequate 
supply of leaders; how to train and to test them. Perhaps 
the most difficult and most pressing of these problems of 
leadership is that of the conversion of the specialized 
technician needed in the day to day conduct of business 
into the well-educated personality capable of judgment 
who 1s needed for the policy-making positions. Finally, the 
corporation needs an objective yard-stick by which to 
measure the success of its policies and of its leaders—a 
yard-stick appropriate to its business, yet independent of 
short-term business fluctuations and incapable of mani- 
pulation. 

The second level of analysis is perhaps the most difficult 
and most important. It too deals with relations within the 
corporation but it projects internal relations against the 
broad canvas of social beliefs and promises. The cor- 
poration as a representative institution of American 
socicty must hold out the promise of adequately fulfilling 
the aspirations and beliefs of the Amcrican people. A 
conflict between the requirements of corporate life and the 
basic beliefs and promises of American society would 
ultimately destroy the allegiance to our form of govern- 
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ment and socicty. Hence, we must analyse whether the 
corporation is satisfying these basic demands: the promise 
that opportunities be equal and rewards be commensurate 
to abilities and efforts; the promise that each member of 
society, however humble, be a citizen with the status, 
function and dignity of a member of socicty and with a 
chance of individual fulfilment in his social life; finally, the 
promise that big and small, rich and poor, powerful and 
weak be partners in a joint enterprise rather than op- 
ponents benefiting by cach other’s loss. 

On the third level, finally, that of the relationship 
betwecn corporate purpose and social function, we 
analyse the corporation in society. The central problem 
lics in the relationship between profit, which is the 
purpose of the corporation as an autonomous unit, and the 
maximum production of cheap goods, which is_ the 
purpose of the corporation from the point of view of 
society. Is there a clash between these two premises of 
purpose, as has been asserted in the traditional theory of 
monopoly or in the more recent juxtaposition of pro- 
duction for use as against production for profit? Or can 
the sclf-interest of the corporation be harmonized with the 
interest of society in the corporation? Connected 1s the 
question of social stability: is there anything in_ the 
rationale of the corporation that makes necessary and 
even likely the recurrence of economic crises? 

The three levels on which we shall conduct our analysis 
of the problems of an industrial society are co-ordinated 
and equal in weight and importance. Neither of them has 
priority over the others. But while equal, the three levels 
are not independent. Failure to solve the problems on one 
level leads automatically and incscapably to collapse of the 
entire structure however brilliant the achievement on the 
other levels might be. In an industrial society in which the 
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large corporation is the representative social institution, it 
is equally important and equally essential that the 
corporation be organized in such a way as to be able 
itsclf to function and to survive as an institution, as to 
enable socicty to realize its basic promises and beliefs, and as 
to enable society to function and to survive. 

All too often this interdependence of the three levels on 
which socicty and social institutions function simul- 
taneously is overlooked; and nothing is more common 
than the belicf that a solution confined to the problems on 
once Icvel will prove the social panacea. Indeed we would 
get around most of the problems of politics could we thus 
proclaim one of the ficlds of social life to be superior to the 
others. Nothing is simpler than to find perfect solutions 
on one Jevel only; and nothing is more difficult than to 
establish a political “harmony of the spheres’. In this 
difficulty lies the endless challenge and the cndless 
adventure of true statesmanship. 

The concept of harmony thus emerges as a basic concept 
of pohtical action. The problems of political order and 
organization presented on each levcl of politics are indeed 
autonomous. But to have a functioning socicty they must 
all equally be answered by the same basic principles and 
policics. It would make social life impossible if| the 
problems of onc level could only be solved by means which 
were inimical to the best solution of the problems existing 
on the other levels. Such a society would be hopclessly 
torn and incapable both of survival and of the fulfilment of 
its basic ideals. For no society can give up the stability of 
its central institution, its own stability, or its own beliefs. 

It follows from this that we cannot base a successful 
economic policy on the assumption that the interest of the 
corporation and the interest of society are in conflict—at 
least not as long as we have a society whose representative 
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institution is the corporation. To justify the needs of 
corporate survival as “‘conccssions”’ and as a “lesser evil” 
is really to give up the claim for a free cntcrprise industrial 
socicty. If the private profit system is necessary for the 
survival and stability of the corporation, it is a con- 
tradiction for bclicvers in the free enterprise system to 
apologize for profits. And to demand—as do a good many 
apologists for the large corporation—-of an industrial 
manager that he use, out of ‘“‘social consciousness”’, 
policies which run counter to the interests of his corporation 
is rather ludicrous. At the same time it 1s impossible to 
look upon socicty’s needs, whcther functional or ethical, as 
“concessions” or as the “lesser evil’—the manner in 
which, for instance, social reforms and policies were 
justified during the Hoover administration. 

This docs not mean that the corporation should be free 
from social obligations. On the contrary it should be so 
organized as to fulfil automatically its social obligations in 
the very act of secking its own best self-interest. An 
industrial socicty based on the corporation can only 
function if the corporation contributes to social stability 
and to the achievement of the social aims independent of 
the good will or the social consciousness of individual 
corporation managements. In the ideal socicty even a 
Simon Legree, whatever the blackness of his heart, cannot 
but help to promote social ends cither because it is to his 
interest to do so or because he is su integrated into socicty 
as to be able to act only in the interest of socicty. 

At the same time the demand for harmony does not 
mean that socicty should abandon its needs and aims and 
its right to limit the exercise of economic power on the part 
of the corporation. On the contrary, it is a vital function of 
rulership to sct the frame within which institutions and 
individuals act. But society must be organized so that 
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there is no temptation to enact, in the name of social 
stability or social belicfs, measures which are inimical to 
the survival and stability of its representative institution. 
Failure to see this difference between the necessary task of 
setting the frame—genuine rcegulation—and violation of 
the functional requirements of society which, for instance, 
underlay Herbert Spencer’s attacks on popular education, 
professional fire brigades and meat inspection as 
“socialism”, 1s responsible for much of the confusion of 
our present day political thinking. 

Harmony was the great discovery—or rather re- 
discovery—of nineteenth century laissez-faire, cnabling 
it to overcome the sterility of both the eighteenth century 
political theory of “pure reason” and the eighteenth 
century practice of pure Machiavellism. It cnabled the 
nineteenth century to develop at the same time the new 
beliefs and aims of sccular democracy and the new 
institutions of the market system. But while laissez-faire 
proclaimed harmony as the basis of society, it made the 
fatal mistake of considering harmony as _ cstablished 
automatically in nature instead of as the final end and 
fincst fruit of statesmanship. To its emphasis on harmony, 
laissez-faire owed its tremendous vitality and attraction; 
even its enemics had to measure themselves against the 
promise of harmony which has remaincd, to this day, the 
conscience even of the dissenters. But at the same time, 
the fallacy of looking for harmony in nature instead of in 
organized socicty was responsible for the refusal of 
practically all practising statesmen and business leaders to 
act according to laissez-faire. Above all this fallacy made 
it impossible to justify the laissez-faire system against those 
critics who concluded from the absence of harmony in 
nature the fallaciousness of making harmony the 
foundation of society. 
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As a result of the crude and fallacious naturalism of the 
laissez-faire doctrine, political thinking during the last 75 
or 100 years has largely lost again the basic understanding 
of the meaning and necessity of harmony. It 1s not my 
purpose in this book to write a history of modern political 
thought. But as an aside—and hence in the technical 
language of political theory—I should like to mention that 
the two rival schools which have dominated our political 
life since 1850 have both given up the insight that the 
three levels of society are co-ordinated—all cqually 
important, all autonomous and yet all dependent on cach 
other. They have instead raised one level to first rank and 
subordinated the others to it. In Jdealism the basic aims 
and beliefs of society became the only level of politics m 
the name of which the autonomy of individuals and of 
their institutions is denied. This leads inescapably to the 
denial both of the functional autonomy of institutions and 
of the ethical autonomy of the individual; and it makes 
enslavement, destruction and annihilation of the in- 
dividual for the sake of the idea not only permissible but 
laudable. At the same time Pragmatism—and its European 
twins such as Syndicalism—threw out all concern with the 
aims and belicfs of socicty. Functional efficiency was 
raised to the rank of an absolute. This leads straight to a 
concept of society as permanently on the brink of civil 
war, to a concept of politics as a ruthless game played only 
for the spoilsk—Who Gets What, When, How, as a popular 
American text-book of government is  called—and 
ultimately to a glorification of force as the legitimate ruler 
of society. 

To-day we know that neither concept is compatible with 
a free society. Both Jead to totalitarianism; and in the 
ideological fanaticism and pragmatic cynicism of the 
Nazis both have found thcir final fulfilment. To-day, 
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therefore, it 1s the first job of the leaders of a free society to 
go back to the concept of harmony and to a philosophy of 
socicty which is neither monolithic nor pluralist but which 
secs the one and the many, the whole and its parts, as 
complementing cach other. And in this country this 
means that both our statesmen and our business leaders 
have to find solutions to the problems of the industrial 
socicty which serve at the same time equally the 
functional cfficicncy of the corporation, the functional 
efficicncy of society and our basic political beliefs and 
promiscs. 


CHAPTER TWO 


THE CORPORATION AS HUMAN 
EFFORT 


ORGANIZATION FOR PRODUCTION 


LIKE every institution the corporation can—and must—be 
analysed in terms of the society it serves and in its relation 
to the individuals who constitute the society. But first it 
has to be understood in its own terms; in order to work for 
society and for the individual it must be able to function 
according to its own rules. Survival as an organization is 
the first law of the corporation as of any institution; and 
ability to perform its own purpose, to produce goods with 
the maximum economic rcturn, is its first yard-stick of 
achicvement. 

When we say that the corporation is an institution we 
say that, like any institution, it is an instrument for the 
organization of human cfforts to a common end. This 
common end is not just the sum of the individual ends of 
the human beings organized in the corporation. It is a 
common but not a joint end. Though we have largely 
abandoncd it in Iegal and political practice, the old crude 
fiction still lingers on which regards the corporation as 
nothing but the sum of the property rights of the in- 
dividual shareholders. Thus, for instance, the president of 
a company will report to the shareholders on the state of 
“their” company. In this conventional formula the 
corporation is secn as transitory and as existing only by 
virtue of a legal fiction while the sharcholder is regarded as 
permanent and actual. In the social reality of to-day, 
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liowever, sharcholders are but one of several groups of 
people who stand in a special relationship to the cor- 
poration. The corporation is permanent, the sharcholder 
is transitory. It might even be said without much 
exaggeration that the corporation 1s really socially and 
politically @ priort whercas the shareholder’s position is 
derivative and exists only in contemplation of law. This, 
for instance, 18 the position taken in our bankruptcy laws 
which put the maintenance of corporate integrity above 
the rights of the sharcholders.. We would not have needed 
the experience of the Great Depression of 1929-39 to show 
us that society must insist on the maintenance of the 
“going concern” and must if necessary sacrifice to it the 
individual rights of sharcholders, creditors, workers, and, 
in the last analysis, even of consumers. 

It follows from this that the essence of the corporation 1s 
social, that is human, organization. This might appear 
like a redundant assertion. Actually for far too many 
people the essential in modern industrial production 1s not 
the social organization but raw materials or tools. In our 
popular concept of industry we suffer from a_ rigid 
economic determinism—the legacy of the early nineteenth 
century emphasis on natural resources as the determinant 
of the division of labour—and from a blind admiration for 
gadgets. As a result, most of us—including a good many 
people im industrial production itself—fail to understand 
that modern production, and cspecially modern mass- 
production, is not based on raw materials or gadgets but 
on principles of organization—organization not of 
machines but of human beings, i.e. on social organization. 

This misunderstanding has very scrious consequences. 
It is to a considerable extent responsible for the labour 
problems of modern industry. And it hampers both the 
Jayman in an industrial society and the industrial manager 
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in the understanding of their responsibilities as citizens, 
This book 1s not concerned with the principles of in- 
dustrial production—only with the social problems of the 
industrial enterprise; and the author lays no claim what- 
soever to competence in technical matters. Nonetheless it 
is so important to realize that even the technical problems of 
modern industry are not technical in the sense of gadgetcer- 
ing but are primarily problems of human organization for a 
technical end, that a short explanation may be in order. 

The experience which directly shows the true nature of 
modern mass-production was, of course, the American 
industrial conversion to war in 1942 and 1943. It has by 
now become clear that most of the experts in this country, 
including the majority of industrial engineers and 
managers, underestimated our productive capacity so 
complctcly In 1940 and 1941 precisely because practically 
all of us failed to understand the concept of human 
organization which undcrlies mass production. We argued 
in terms of existing raw-material supplies and existing plant 
capacity and failed to realize that we are capable of 
producing new raw materials, of designing new machines 
for new purposes and of building new plants in practically 
no time provided the human organization 1s in existence. Even 
to-day, when we have realized the potentialitics of the 
mass-production principle we usually fail to see that is a 
principle of organization that achieved the production 
miracle, and not a principle of gadgetecring. 

Thus the popular story of a war production succcss 
usually read as follows: immediately after Pear] Harbour it 
became apparent that the Navy would need huge 
quantities of a particular weapon, say a carricr-based 
fighter plane. The Navy had a very good plane, but before 
Pearl Harbour it had been produced morc or less by hand, 
in batches of two or three, and by skilled mechanics in a 
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small shop. Now it had to be turned out by the thousands. 
The XYZ Company which never had produced anything 
resembling planes, accepted the job. It took half a dozen 
ofits plants which up to that time had been making lamp 
shades or buttons or assembled automobile bodies, moved 
in with a wrecking crew, cut its old machinery to pieces with 
blow torches, tore down the old buildings, the foundations 
of which were not strong enough, and built new ones, etc. 
In the meantime its engineers had designed the machine 
for the new job—here’s where the gadgets come in. On 
May g2oth the wrecking crews left, on June ist the new 
machines moved in, on June 15th the first plane rolled off 
an assembly line geared to the production of two hundred 
planes a month. 

This story or something like it was told a thousand 
times these last few years. It was even accepted as a fair 
description by people in industry who took a leading part 
in the conversion to war production. Yet it 18 a grotesque 
parody of the truth. Every detail in the story 1s correct 
enough-—but all the important facts are left out. The 
wrecking of the old machinery, the new buildings, even the 
designing of the new machinery, were more or less 
incidental to the real problems and the real achievements 
of conceptual and human organization. First came the 
design—-not of machines but of the plane as an assembly of 
identical and interchangeable parts. Then came the 
analysis of cach part as a problem in mass production, as 
something that is being produced in a sequence of 
elementary and basic operations, performable fast and 
accurately by an unskilled or semi-skilled worker. Next 
came the task of merging the production of cach part into 
a plant producing the whole—a task involving three 
distinct problems of organization: one of people working as 
members of a team to a common end, one of technical 
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processes, one of matcrials-flow. Finally came the job of 
training thousands of new workers and hundreds of new 
supervisors many of whom had never seen the inside of a 
plant before. On those four pillars, design of the final 
product as a composite of interchangeable parts, design of 
the production of cach part as a series of simple, repetitive 
operations, design of a plant to integrate human labour, 
machines and matcrials into one whole, and training in 
skills and in team-work, rested every achievement of our 
war production. 

Wherever, because of ignorance or urgency, the attempt 
was made to slight one of these four tasks of organization— 
and the temptation to do so was great as cach of them 1s 
time-consuming and can be speeded only with difficulty— 
the result was failure to produce. For instance, in the 
example which I had in mind in describing the popular 
war-conversion story, the management tried to get around 
the job of designing step-for-step the production of every 
one of the many thousands of parts which would have 
taken at least six to eight months, which the Navy could ill 
afford to wait. Instead one of the planes was borrowed 
from the Navy and cach foreman was asked to make his 
own designs directly from the actual part. This attempt 
was a complete failure; no plane was produced until cach 
and every little part had been designed from the ground 
up and its production planned thoroughly. Once this was 
done, however, at a prodigious cost in money and time, 
plancs were produced in large quantity and at a fraction 
of the cost of the old one-plane-at-a-time method of 
production. 

Outside of mass production tov it is organization, that 
1s, the arrangement of human work on material resources 
according to a concept, which determines the social 
structure and economic function of an cconomic cnter- 
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prisc. That the machines and plants of a business are of 
very little value separately—for instance if they have to be 
disposed of in a bankruptcy sale—and that the real valuc- 
element is their arrangement and combination into a 
whole, is known to every accountant and evcryv lawyer. 
That most modern inventions are not the result of a 
“flash of genius” but of the organized effort of a research 
organization working according to a plan Jaid out care- 
fully beforehand, is also well-known. Incidentally the 
recent legal diffi: ultics of squaring this reality of invention 
with the popular nineteenth century concept of invention 
as gadgetcering underlying our patent laws, 1s a good 
illustration of the difficulties arising out of the failure to 
understand that industry is based on organization. But 
while human organization is essential to all industry* and 
the characteristic that distinguishes industry from the 
craftsman’s shop, itis the very basis, the very meaning of 
modern industry, particularly of mass-production industry. 
Mass production docs not rest on the assembly line, the 
conveyor belt or on any other gadget or technique, but on 
a conscious, deliberate and planned order of relations 
between man and man, and man and mechanical process. 
The one thing in modern industry therefore that cannot 
be improvised but must be worked out carefully and 
beforehand is the social structure of the corporation. 

In this respect: the large corporation 1s in no way 
different from an army; it must have the equipment but 
also, as in the army, equipment is of no avail without the 
functional organization of human effort. And like the 
army or hike any other social institution, the things that 
really count are not the individual members but the 


* This point is made with great force and felicity by Mooney and 
Reiley mn their book Ona urd Industry (New York and London, 1931), to 
which Lam indebted 
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relations of command and responsibility among them. ‘To 
borrow a metaphor fiom modern psychology, an in- 
slitution 1s like a tune; it is not constituted by individual 
sounds but by the relations between them. 

It is this organization which the corporation must 
maintain and the survival of which is its supreme law. Of 
course the corporation is a human institution and thus 
incapable of ultimate survival. ‘To prevail for even as short 
a historical period as fifty years or a century is so difficult 
for any man-made institution that the Catholic Church 
with profound wisdom points to its own survival over the 
ages as a proof that it has been instituted not by man but 
by God. But this only makes the problem of survival all 
the more urgent for any man-made institution such as the 
corporation, and makes survival all the more the measure 
of all its actions and decisions. Unlike man, an institution 
has no natural end, no natural life span, no “retirement 
age”. Itis always engaged in a race against time. 


Leadership 


As with every other institution, the survival and success- 
ful functioning of the corporation depends on the solution 
of three interdependent problems: the problem of Jeader- 
ship, the problem of basic policy, and the problem of 
objective criteria of conduct and decision. OF these 
problems the decisive one, particularly in the corporation, 
is the problem of leadership. 

No institution can possibly survive fit necds geniuses or 
supermen to manage it. It must be organized in such a 
way as to be able to get along under a leadership composed 
of average human beings. No institution can endure if it is 
under one-man rule. Industrial dictatorship like any other 
dictatorship threatens the survival of the institution in the 
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event—an inevitable event—of the dictator’s death. It 
also leads inescapably to extreme factionalism within the 
institution as, in the absence of accepted criteria of 
legitimate succession, senior exccutives are forced to 
subordinate the welfare of the institution to the desire to 
be in the most advantageous position to seize the throne 
when it falls vacant. Moreover under one-man rule there 
will be nobody in the corporation who has had _ the 
opportunity to be trained and tested in independent 
lcadership. The future of the institution is thus staked on 
the gamble that the right man will emerge from a fight for 
power rather than on the rational selection of a well- 
known and well-tested successor. 

From these twin dangers, that of depending on the 
“indispensable” leader, and the danger of depending on 
one-man rule, follows first a demand for a constitution 
under which there 1s legitimate rule and Icgitimate and 
quasi-automatic succession to the rule. It must be clear 
who is in command and on what his title rests. It must 
also be clear and settled in advance from what group his 
successor Is to come, on what criterion he is to be selected 
and who 1s to select him. 

The second prerequisite for a satisfactory solution of the 
leadership problem ts that the institution must be able to 
arouse the loyalty of ity members. To produce leaders an 
institution must have an esprit de corps which induces its 
members to put the welfare of the institution above their 
own and to model themselves upon an institutional idea of 
conduct. No institution has solved the problem of 
leadership, no matter how good its formal constitution, 
unless it gives the leader a sense of duty, of the im- 
portance of his trust and a sense of mutual loyalty between 
him and his associates; for these enable the average 
human being—and occasionally somebody well below 
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average—to function cffectively in a position of trust and 
leadership. In other words an institution must be able to 
make useful the good and to neutralize or deflect the bad 
qualitics in its members, to be able to dispense with the 
superman or the genius, and to organize a systematic and 
dependable supply of reliable leaders. 

It is typical of the most successful and the most durable 
institutions that they induce in their members an in- 
tellectual and moral growth beyond a man’s original 
capacitics. The popular respect and reverence for the 
United States Supreme Court rests on the fact that 
appointment to the Supreme Court has time and again 
made model judges out of average politicians rather than 
on the assertion that justices are supermen. It is an old 
saying that the most astonishing feat of that most successful 
organization, the Catholic Church, is that it obtains the 
best leaders from the worst raw material. Whoever first 
made this statement certainly did not consider it a 
criticism but the highest praise. Similarly it was on this 
ability to bring out more than was in a man on which 
rested the strength of institutions such as the British 
House of Commons and of the Prussian Army. The 
corporation, to fulfil its function as the representative 
institution of industrial society---and it will not survive 
otherwisc—has to solve the same problem of arousing 
loyalty to a code cf conduct, of training and selecting not 
only men but their individual abilitics. The efficiency of 
an institution depends both on the efficiency with which it 
organizes individuals for a community cflort and on the 
extent to which it organizes man for his moral victory over 
himself. 

Next, any institution has to be organized so as to bring 
out talents and capacities within the organization; to 
encourage men to take the initiative, give them a chance 
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to show what they can do, and a scope within which to 
grow; and finally, to offer them rewards in the form of 
advancement and of social and economic standing which 
put a definite premium on the willingness and ability to 
assume responsibility. 

Further, the solution of the problems of institutional 
functioning and survival depends on the ability of the 
institution to develop independent leaders below the top 
who arc capable of taking top command themselves, and 
to devise a system under which succession will be rational 
and by recognized merit rather than the result of a civil 
war within the institution and of force, fraud = or 
favouritism. This implies also—a very important point— 
that the institution must be so organized as to be able to 
test a promising man in an independent command while 
he is still young enough to learn and so subordinate that 
his failure will not cndanger the welfare of the whole 
enterprise. Nothing is more dangerous, and nothing is 
more common than the appointment to the top command 
of a brilliant Jicutenant whose emotional and intellectual 
capacities for an independent position have been neither 
developed nor tested. 

Finally the problem of leadership also demands an 
organization ino which power and = responsibility are 
divided in balance between final authority and lieutenants, 
and between central management and executives in the 
ficld. Without strong central leadership no institution can 
itself be unified; but without a strong and autonomous 
local leadership, willing to assume responsibility on its own, 
no instituuion could properly function. The division of 
power is thus a problem which every institution has to solve. 


In the modern corporation, the problem of leadership is 
not only more important than in other institutions, it is far 
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more difficult. For the modern industrial enterprise needs 
many morc leaders than institutions normally do, and of 
high quality. At the samc time, it does not automatically 
produce leaders either in sufficient numbers or of sufficient 
quality and experience. 

It is not generally realized that modern industrial and 
technological conditions have increased tremendously the 
demand for leaders. It may be said without exaggeration 
that there has never been an institution in which there is 
greater need for abilities and greater opportunities for 
them than modern mass-production industry. This 
follows from the very concept of mass production. This 
last war has shown that mass production is a method 
which can be applicd to the most complicated and most 
precise as well as to the simplest product. It docs not 
matter whether the producer has had any expcricnee with 
the particular product he is asked to turn out; even if he 
has never heard of it before he can turn it out faster, 
cheaper, and more rehably than the experts who have 
worked in the field for years without, however, using mass- 
production methods. In other words, mass production 1s 
not a technique but a basic concept of industrial organiza- 
tion that is generally applicable. Its essence—to repeat 
what has been said before in different words—is_ the 
substitution of co-ordination and organization for in- 
dividual skill. The skill of the individual craftsman 1s 
replaced in mass production by the understanding of a 
basic production-concept and the leadership qualities of 
the supervisor. Sure, there are far fewer supervisors than 
there used to be skilled workers; mass production can 
employ a high proportion of unskilled labour. But the 
ability and knowledge demanded of the individual 
supervisor is infinitely greater than the skill formerly 
needed by the individual craftsman. Intellectual energy 
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like any other form of energy cannot be eliminated; and 
what is saved at the bottom must be added at the top. 
Morcover the ability needed by the supervisor is of a 
different and higher order than the skill of the individual 
craftsman. It requires a much higher degree of ab- 
straction: the skilled craftsman of vesterday knew his 
tools, the foreman or superintendent of to-day has to 
know his principles. And he has to be able to apply these 
principles to the organization of men as well as to that of 
material, neither of which was expected of yesterday’s 
mastcr mechanic. At the same time, however, mass 
production can be learned whereas skill can only be 
acquired through ycars of experience. 

Any statistical analysis of the development of American 
industry over the last thirty years would show a tre- 
mendous expansion in the number of managerial em- 
ployees, especially of the middle ranks, together with a 
considerable increase in their individual incomes. And 
the process is by no means at an end. On the contrary, the 
war again increascd the opportunitics for advancement to 
leadership in mass production; and the post-war period 
should continue this trend. Indeed it may be said that the 
rate of industrial expansion in this country depends very 
largely upon our ability to recruit and train a sufficient 
number of potential leaders in mass production industry. 
The need for leadership has been growing almost geo- 
metrically while the production of experienced and tested 
leaders has shown a tendency to decrease with the 
expansion of modern mass-production industry. 

It was perhaps the greatest assct of a small-business 
society that it provided adequate proving grounds for 
leaders while keeping the sphere of the individual manager 
so small as not to endanger society in casc of failure. 
Hence a good many big businesses of to-day still look to 
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small businesses rather than to their own organization for 
the supply of top management. This, however, is clearly not 
the solution; an institution which cannot produce its own 
leadership cannot survive. Hence it is the first problem of 
the large corporation to arrange intentionally for the 
leadership selection small busincss made automatically. 
To quote onc of the leading authoritics on this subject: 
“The most ‘natural’ opportunities (to acquire experience in 
leadership) at present formally available seem to me to be 
the small general business, political party work in com- 
munitics and perhaps to a less extent, labour union 
leadership. These are insufficient sources for the supply of 
general leaders. Hence we need to develop the artificial 
methods of giving wide experience which are now 
attempted to some extent in large organizations.”* This 
involves obviously two things: the development of the 
maximum of independent command at the lowest possible 
level and the development of an objective vard-stick to 
measure performance in these commands. 

The difficulties inherent in its nature which the large 
corporation has to overcome are fourfold. There is a 
tendency towards one-man rule and towards a system 
under which only one man—the President or the Chairman 
of the Board—is not confined within departmental lines 
but sees and knows the whole of the business. It is a 
situation not unlike that of a cabinet in which every 
member has departmental dutics while only the Chairman 
—the President in the United States, the Prime Minister in 
England—has a view of the whole and responsibility for it. 
In England the dangers inherent in this situation have 
been overcome by the more or Icss formalized rule that a 


* Chester I. Barnard, president of the New Jersey Bell Telephone 
Company, in The Nature of Leadership,- » 21 (Harvaid University 
Press, 1940} 
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candidate for the Prime Ministership must have proved 
his qualities of leadership as leader of his party in Parlia- 
ment, and his qualitics as an administrator in the success- 
ful management of several ministries. Contrary to the 
intentions of the Founding Fathers no such requirements 
are imposed on a candidate for the Amcrican Presidency. 
That a President can be elected in this country without 
having given any proof of his ability either as a leader of 
men or as a maker of political and administrative decisions 
is probably the most serious weakness of our political 
system. Nevertheless we have an approximation to such a 
requirement in the tendency to recruit Presidential 
candidates from the ranks of U.S. Senators or state 
governors who both hold independent commands though 
the first are usually without administrative experience and 
the second often without experience in national affairs. 

In the modern large corporation, however, not even 
such one-sided test in, and acquaintance with, an in- 
dependent command as is given by the governorship of a 
state or by a U.S. senatorship 1s necessarily available. 
Hence opportunities for such a command in which a 
man’s abilities for leadership are tested and in which he 
acquires a view of the whole, must be created in the 
corporation. 

In every large-scale organization there 1s a natural 
tendency to discourage initiative and to put a premium on 
conformity. Moreover, there is the danger in any large- 
scale organization for the older men at the top to be afraid 
and suspicious of talented or ambitious subordinates. 
Sometimes there is a fear that the young man ts out for his 
superior’s job; more often the subordinate’s legitimate 
desire to do things his own way, to introduce new methods, 
etc., appears as an attack upon the older man’s authority 
or peace of mind. The corporation therefore has to 
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combat the danger of bureaucratic ossification and 
bureaucratic timidity. It must make it attractive and 
rewarding for the organization as a whole and for every 
one of its subdivisions to develop men of ability and 
initiative. It must encourage and reward leadership, offer 
chances for experience and training. Above all, it must 
make it clear to cach supervisor and manager that the 
training and development of subordinates is a part of his 
duties. It must be made to be to the self-interest of 
executives to look upon their subordinates and potential 
successors as human assets whose maximum utilization 1s 
as important to the institution as is the maximum utiliza- 
tion of natural resources. To have trained a potential 
successor must become one of the achievements which 
qualify a man himself for promotion, instead, as it far too 
often is to-day, a stumbling block.* 

Further, the big-busincss world does not, like a small 
business socicty, have an automatic and objective yard- 
stick for a man’s performance and achievement. In the 
small business society a leader was tested on a com- 
paratively moderate level of responsibility and command 
by the objective yard-stick of success in the market which, 
while not just, is at least beyond anybody’s manipulation 
and therefore impersonal and objective. In the big- 
business corporation not onc man, save at the very top, Gan 
normally be judged in terms of economic success in the 


* An interesting discussion of this problem 1s to be found in a paper 
read under the title ‘“The Selection and Development of Executives in 
American Industry’, by Edward Ro Stettinius, Jr, then Chairman of 
the Finance Committee, United States Steel Corporation, at the Harvard 
Graduate School of Business Administration on September 17, 1936, 1n 
connection with the Harvard ‘lercentenary While I feel that Mr 
Stettinius’ attempt to reduce the art of leadership and leadership- 
traiming to a manipulative technique would be hkely to do much more 
harin than good, his discussion of the problem itself—-especially his 
imsistence upon human assets as the most valuable possession of any 
orgamization - 15 of fundamental importance. 
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market, as the contribution of the individual is too small in 
terms of the whole to be measurable independently. At 
the samc time, the nature of business makes it both 
impossible and undesirable to have advancement and 
success made dependent on professional examinations or 
on seniority which in other institutions supply impersonal 
criteria. Hencc there is a real danger that a man’s ability 
and achievements be judged exclusively by subjective and 
personal imprcssions, which even with the best-intentioned 
management must Icad to favouritism and must demoralize 
the organization. At the same time the fact that Big 
Business is not automatically equipped with the objective 
yard-sticks on which the small business society relied, also 
means that it does not automatically test a man in an 
independent command, except at the very top, that is, in a 
position in which failure might be disastrous. The large 
organization thus has the definite task of finding objective 
yard-sticks for the abilities and achievements of junior 
executives and of finding means of putting them in in- 
dependent commands at subordinate levels. 

The final and perhaps the most difficult problem of 
leadership with which industrial socicty 1s faced, 1s that it 
does not automatically give that balance between 
specialist and generally educated person which 1s the 
essence of leadership. Management of the corporation 
requires a much greater degree of general comprchension 
and understanding than management of a small business. 
This is simply another way of saying that a corporation 1s 
an institution and no longer a mere tool. At the same 
time Big Business not only requircs an cnormous corps of 
highly specialized experts but puts a tremendous premium 
on specialization during a man’s formative years. More- 
over, the large corporation does not supply the almost 
automatic antidote to extreme specialization which the 
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small business of yesterday gave. In a small firm or shop 
even the apprentice was forced by his contacts with his 
fellow employees and their work to sce the business as a 
whole and to understand the points of view and the 
problems of other departments; also, the apprentice’s 
advance or promotion would depend on his ability to 
work in some other place than the one he had been 
trained in. In Big Business, however, the organization 1s 
so vast that contacts outside of a man’s speciality are 
almost impossible. The business seems to be so com- 
plicated as to stultify any attempt to see more than the 
individual's department. Finally, promotion is usually the 
result of progressive specialization. Hence it is possible in 
a large corporation to go up almost to the top without ever 
acquiring an understanding of the whole or an ability to 
think in terms of the whole. Yet at the same time it 1s 
essential for Big Business that its specialists be forced to 
become “‘gencralists” as carly as possible. 

A professional army has very much the same problems 
as the large corporation. It too cannot automatically 
test a man in an independent command until he has 
reached such cminencc that his failure would endanger 
the whole. It too needs a large body of specialists who 
at the same time must be capable of command, of gencral 
understanding and of decision. Finally, it too suffers 
from the natural tendency of its members to look upon 
an able subordinate as a threat to their own jobs. An 
army solves these problems by subordinating its entire 
peace-time organization to the one task of training and 
selecting leaders through the alternation of periods 
of formal schooling in a speciality with periods of com- 
mands, manoeuvres, ctc. But the corporation cannot 
subordinate its organizations to the necds for training. 
It must perform while it trains; the very means by 
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which it trains its leaders must in themselves further 
the general purpose of its institutional life, that is, efficient 
production. 


The Problem of Policy 


Because the corporation is an institution it must have a 
basic policy. For it must subordinate individual ambitions 
and decisions to the needs of the corporation’s welfare and 
survival, That means that it must have a set of principles 
and a rule of conduct which hmit and direct individual 
actions and behaviour. It must be possible for the 
individual who acts as an organ of the corporation to 
ascertain without much doubt whether his actions are in 
accord with the long-term interests of the corporation he 
serves. It must be possible for all members of the organiza- 
tion to obtain a final and binding decision on policics 
through a clearly defined procedure. Finally, the cor- 
poration, like any institution, must have a constitution 
which clearly establishes authority and responsibility, 
both for the making of policy and for its execution. 

This raises the problem of the proper balance between 
adherence to principles and adaptability to changing 
conditions, ‘This is a particularly pressing problem in the 
large corporation which by definition not only operates in 
a medium subject to continuous change but 1s itself the 
leader of this change and without function except as the 
initiator of economic and technological progress. On the 
one hand, there 1s a real danger that rigid insistence on 
policy and precedent will stifle the spirit of adventure and 
Initiative on which all business enterprise depends. On the 
other hand there is a real danger that speculation be 
mistaken for initiative. This applies especially as a profit 
arising from a vital improvement in productive methods 
looks just the same on the books as a profit resulting from a 
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‘flutter’? in the stock market. Yet, one might be the 
making of the corporation, while the other might lead to 
its collapse. The corporation needs thus in the first place 
the means to distinguish between changes in cconomic 
conditions which are fundamental and to which the policy 
must adjust itself, and changes which are purcly transitory 
and have to be handled on the basis of expediency. 
Secondly it needs a means to distinguish between apparent 
and real profit. 

Another problem of corporate policy arises out of the 
necessary reliance on formal systems of accounting and 
organization which invites bureaucracy. The very fact 
that economic life is so insecure and changing puts a 
premium on the known and “safe”. The large cor- 
poration often docs not have the means to stop or even to 
discover the bureaucratic dry rot after it has set in. There 
are no critical outsiders such as, for instance, the cabinet 
ministers and parliamentary seeretarics in England whose 
background and approach are complctcly different from 
those of the Civil Service. The top personnel of the 
corporation 1s recruited from within the organization. If 
the organization has become bureaucratic, the top people 
will have lost flexibility too—in the same way in which 
bureaucractic dry ret extended through the French Army 
of 1939. The premium on expert knowledge contributes 
substantially to this danger because it puts emphasis on 
the “professional view” as does the isolated life which the 
average managerial employee of the large corporation 
often leads. 

These problems can only be solved, if there is a policy 
and somebody to make it. This implies first a definition of 
the nature and function of policy as something that can be 
isolated from the normal routine. Many corporations are 
like the man who had never realized that he spoke prose; 
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they do not know that they have a policy. This ignorance 
is dangerous. It makes it difficult for them to know what 
they are doing and why, and it also may lead them into 
making a sacred cow out of a meaningless or obsolete rule 
by calling it “policy”. The same applies for the policy- 
making organ: it must be clear who makes policy, how 
and on whit basis. 

This leads to the question of the relation between policy 
and production, between policy-makers and adminis- 
trators. It also leads to the problem of the relationship 
between the two basic—and often conflicting—concerns of 
policy: the concern with the survival of the corporation as 
a smoothly-functioning administrative unit and_ the 
concern with the purpose of the corporation as an efficient 
producer. 

In every institution there is a latent conflict between the 
long-tcrm demands of policy and the day-to-day conduct 
of business. Cutting across these lines there is always a 
latent conflict between the administrators who define 
efficiency in terms of the perpetuation of the administrative 
machine and the ‘‘doers” who define efficiency in terms of 
the aims and purposes for which the institution exists. 
These conflicts are not only inevitable, they are necessary; 
and no institution could function unless all four trends 
were equally represented. Yet no institution could survive 
unless these inherently conflicting forces are balanced. 
Hencc, the corporation necds a supreme policy-making 
organ through which these conflicts are resolved. 





The Yard-stick 


The purpose of the corporation is to be economically 
efficient: it must therefore be measured by a yard-stick of 
efficiency, which means objectively, impersonally and 
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independently of emotions or desires. At the same time the 
modern large corporation cannot rely without reservations 
on the yard-stick of success in the market as it was 
developed under small business conditions. In the first 
place, this yard-stick measures total performance and does 
not measure the performance of divisions and exccutives 
within the corporation; it does not automatically apply a 
gauge to leadership. Secondly, it does not automatically 
distinguish between profits resulting from changes in the 
compctitive position of the corporation, and profits due to 
fortuitous circumstances. In other words, it does not 
supply an immediate or reliable gauge of efficiency and 
strength. What is needed, therefore, for the corporation is 
a yard-stick that will eliminate the extraneous fluctuations 
from the evaluation of competitive achievement, and that 
will make it possible for the corporation to gauge on an 
impersonal and objective basis the performance of its 
executive personnel. 

The first rule of the corporation as an institution is 
survival as an efficient organization of human cfforts to 
the common cnd of most economical production. To this 
end it must have a policy which harmonizes the divergent 
claims of administrative and purposive rationality; which 
makcs possible adaptation to change and rejection of pure 
expediency; and which makes possible individual local 
action by providing a yard-stick and a framework. The 
corporation must be capable of finding all the talents and 
abilities in its organization; of developing them both as 
specialists (that is as high-grade human tools) and as 
“generalists” (that is as cducated people capable of 
judgment and decision) at the same time; of bringing out 
their best while ncutralizing their wcaknesscs; and of 
testing their abilities for independent command at a level 
low enough to make failure harmless. The distribution 
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of powcr and responsibility, the formulation of general 
and objective criteria of policy and action, the selection 
and training of leaders—these are the central questions of 


corporate organization. 


2 
DECENTRALIZATION 


Can the corporation satisfy these basic requirements of 
institutional life and by what means? This question we 
expect to be able to answer by studying the organization 
and the administrative policies of General Motors. 

In this study General Motors is considered only as an 
cxample of the social structure and of the istitutional 
problems of the big-business corporation. No attempt will 
be made to give a description of General Motors as such, or 
of its history—let alone of its products and _ results. 
However, an clementary knowledge of the main outlines 
of the organization and of its policies will be useful. 

The domestic manufacturing propertics of General 
Motors can be classed in three groups according to their 
main peace-tume products. First in employment and 
volume of business comes the automobile and truck group: 
Chevrolet, Buick, Oldsmobile, Pontiac, Cadillac and 
General Motors Truck. To this group belongs also the 
Fisher Body Division, which produces the bodies for all 
automobile divisions and which works in closest contact 
with them. Most of the Fisher plants though managed 
separately by the Body Division, are physically combined 
with the assembly plants of the automobile produccrs. 

The second group consists of the manufacturers of auto- 
mobile accessories who produce most of the accessory needs 
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of the automobile plants. A good many of the accessory 
producers sell also outside of Gencral Motors. In addition 
to the spare parts and replacement business which is 
very important for practically all accessory divisions, 
some of them, notably the producers of spark plugs, roller 
bearings, ball bearings and electrical motors, sell directly 
to other industrial producers who in some cases account 
for more than fifty per cent of total sales. To this group 
also belongs Frigidaire—both historically and according 
to its manufacturing and engineering problems—which 
sells exclusively to the public. 

The third group of manufacturing properties consists of 
three Diesel engine producers in Cleveland, Detroit and 
La-Grange, Illinois, whose products comprise small 
Diese] engines for trucks, marine Dicsel engines, and the 
huge Diesel-clectric locomotives which pull America’s 
stream-lined trains. The Allison engine division pro- 
ducing aircraft engines also belongs in this group of non- 
automotive engine producers. 

During the war Gencral Motors added to these three 
main foci of activities a number of aircraft producing 
plants located on the Eastern seaboard; these plants 
which were under one management and organized in the 
Eastern Aircraft Division presented a special reconversion 
problem. 

These three groups of manufacturing propertics arc 
organized in about thirty divisions ranging in size from 
Chevrolet and Fisher Body, which would be among the 
largest American businesses by themselves, to small onc- 
plant appliance divisions, employing in peacc-time less 
than a thousand men. Each of these divisions has its own 
clivisional manager who is served by almost as complete a 
staff as if he were heading an independent business: 
production manager, chief engineer, sales manager, 
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comptroller, pcrsonnel manager, etc.; in other words, each 
division is organized as an autonomous unit. The three 
largest of these divisions: Chevrolet, Fisher Body and 
Buick, are represented in the top management by their 
own divisional managers. The other divisions are 
organized in groups according to their products, cach 
under a group executive who, as a vice-president of 
Gencral Motors, acts as representative of his group in the 
central management of the corporation and as adviser and 
representative of central management for the divisional 
managers of his group. 

Side by side with this organization according to 
products there is, as a part of central management, a set of 
functional service staffs: manufacturing, engincering, 
sales, research, personnel, finance, public relations, law, 
etc., each under its own vice-president. These staff 
organizations advise both central management and the 
divisional managers, act as liaison between the divisions 
and formulate corporation policics. 

The “line organization’—-the manufacturing divisions 
—-is headed by the President and his two Executive Vice- 
Presidents; the ‘“‘staff work” 1s headed by the Chairman of 
the Board who is the Chief Executive Officer of General 
Motors, and by the Vice-Chairman of the Board. These 
five officials form a team. They work through and with 
two closely co-ordinated committecs, one on policy, one on 
administration. In addition to top management these 
committces contain the senior administrative and staff 
officers of the company, former officers now on the Board 
of Dircctors, and representatives of the major stock- 
holders. 

These two committees are the central organ of co- 
ordination, decision and control, and may well be called 
the government of General Motors. They pass on all 
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major decisions in the fields of policy and administ: ation. 
They hear periodic reports on conditions, problems and 
achievements in all branches of the business. And they are 
the court of last appeal should there be serious disagree- 
ments on policy within the organization. Hence all 
members of these committees—whether departmental 
executives in charge of service staffs or divisions, or 
members of top management—are almost automatically 
informed at all times about the work of all divisions, about 
all important probiems and decisions in all fields, and also 
about the great line and the over-all policies of the 
company. These functions, integration of “staff” and 
‘line’, combination of a variety of experiences and 
special backgrounds into one policy, presentation of the 
over-all picture to all the senior mcn, may well be morc 
important in the normal course of affairs than the 
decision-making powcr of the committees. 

Each of these two top committees mects regularly 
to discuss and to decide. The actual executive work 
is, however, done by a number of specialized sub- 
committees, cach in charge of a field such as enginccring, 
labour, finance, public relations, distribution, ctc. These 
sub-committees arc very much smaller. They are built 
around a number of men from the field in question. 
The vice-president in charge of the appropriate service 
staff usually acts as the chairman. The membership 
includes experts in the ficld both from central managce- 
ment and from the divisions. But on cach sub-committec 
there sit also several membcrs of the top-management 
team and senior exccutives from other fields to balance 
the sectional vicwpoint of the experts, to bring in a 
broader background of expcricnce, and to relate the 
work of the sub-committee to the corporation as a whole. 
These sub-committees, in monthly mcctings, actually work 
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out the recommendations and presentations on which the 
two top committees act.* 

Neither this sketch nor an organization chart can, of 
course, show the outsider how the organization actually 
functions. But it should give some impression of the 
administrative and organizational problems that have to 
be solved in order to make it run efficiently. There is the 
sheer size of the business—250,000 workers in peace- 
time, twice that number during the war. There is a 
problem of diversity: not only do the finished products— 
over two hundred in peace-time—rangc from a Dhiesel- 
electric locomotive costing $500,000 to a bolt costing a 
fraction of a cent; the production units required range 
from gigantic plants with 40,000 employecs to machine 
shops. There is a problem in autonomy: the five hundred 
men of ability, experience and ambition who are needed 
in major executive jobs in order to turn out all these 
different finished products of General Motors could not 
possibly be organized and managed from the top. There 
is also a problem of unity: with the bulk of the company’s 
products focused on one final utility, the automobile, and 
therefore directed towards the same market, the divisions 
could not be left to their own devices but must be one in 


* | have not come across much evidence that theornes of governmental 
organization or historical examples had any considerable influence on 
the development of General Motors’ managerial organization The 
Wpetus seems to have been supphed mainly by experience and needs. 
Yet, there is a remarkably close parallel between Genera] Motors’ 
scheme of organization, and that of the two institutions most renowned 
for administrative efficiency. that of the Catholic Church and that of the 
modern army as first developed by the Prussian General Staff between 
1800 and 1870 and later adopted everywhere I tend to think that this 
scheme represents one of the basic solutions to the problem of 1n- 
stitutional organization for survival and efficiency—-the other one being 
the system of checks and balances between organs constructed upon 
contrasting principles of rule, for mstance the one-man executive, 
commuttee-judiciary and many-men legislature of the Amencan 
Constitution 
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spirit and in policy. Divisional management must be both 
autonomous and dirccted; central management must at 
the same time give effective, unifying leadership and be 
confined to regulation and advice. 

General Motors could not function as a holding com- 
pany with the divisions organized like independent 
companics under loose financial control. Central manage- 
ment not only has to know even minor details of divisional 
management but the top officials have to exercise the 
power, the prestige and the influence of real bosses. On 
the other hand General Motors could not function as a 
centralized organization in which all decisions are made 
on the top, and in which the divisional managers are but 
littl more than plant. superintendents. Divisional 
managers too must have the authority and standing of 
real bosses. 

Hence General Motors has become an essay in federalism— 
on the whole, an exceedingly successful one. It attempts 
to combine the greatest corporate unity with the greatest 
divisional autonomy and responsibility; and like every 
truc federation, it aims at realizing unity through local 
scH-government and vice versa. This is the aim of General 
Motors’ policy of decentralization. 

Decentralization, as the term is usually understood, 
means division of labour and is nothing new. In fact, it 1s 
one of the prerequisites of any management whether that 
of a business or of an army. But in General Motors usage, 
decentralization 1s much more than that. In over twenty 
years of work, first from 1923 to 1937 as President, since 
then as Chairman of the Corporation, Mr. Alfred P. 
Sloan, Jr., has developed the concept of decentralization 
into a philosophy of industrial management and into a 
system of local self-government. Itis not a mere technique 
of management but an outline of a social order. De- 
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centralization in General Motors is not confined to the 
relations betwcen divisional managers and_ central 
management but is to extend in theory to all managerial 
positions including that of foreman; it is not confined in its 
operation within the company but extends to the relations 
to its partners in business, particularly the car dealers; 
and for Mr. Sloan and his associates the application and 
further extension of decentralization arc the answer to 
most of the problems of modern industrial society. 


The Aims of Decentraltzation 


Because General Motors considers decentralization a 
basic and universally valid concept of order. I asked 
several General Motors ¢xecutives—particularly men well 
below the top—what in their opinion deccntralization 
secks to achieve. The following ts a summary of the views 
of a good many different people. One man gave an 
unusually full statement of what he belteved to be the 
aims and achicvements of the policy of decentralization 
that was of particular interest because he himself had joined 
General Motors only two years carher after a distinguished 
carcer ino another big business organized on radically 
different lines; his statement—completely unrehearsed as 
my question was sprung at him in the course of an 
informal chat— has therefore been regarded as particularly 
valuable. 

We shall have occasion later to discuss the question how 
much of its programme decentralization actually realizes; 
here are the advantages claimed for it: 

(1) The speed with which a decision can be made, the 
lack of any confusion as to who makes it and the knowledge 
of the policies on which the decision is based by everybody 
concerned. 
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(2) The absence of any conflict between the interests of 
the divisions and those of General Motors. 

(3) The sense of fairness in dealing among exccutives, 
the certainty that a good job will be appreciated, the 
confidence and feeling of security that comes when 
personality-issucs, intrigues and factionalism are kept 
under control. 

(4) The democracy of management and its informality. 
Nobody throws his weight around, yet there is never any 
doubt where the real authority hes. Everybody is free to 
criticize, to talk and to suggest; yet once the decision is 
taken, nobody tries to sabotage it. 

(5) The absence of a gap in the executive group 
between the “privdeged few? and the “great many”. 
“Mr. Wilson (the President) could not arrogate to himself 
any right he docs not accord to his associates.” 

(6) There is a very large management group. Thus 
there 1s always a supply of good and experienced leaders, 
able to take top responsibility. 

(7) Decentralization means that weak divisions and 
weak managers cannot ride for any Iength of time on the 
coat tails of successful divisions, or trade on their own past 
reputation. “At the company I came from [this from the 
informant mentioned above] nobody ever knew whether 
the foundry was run effiaiently or not, whether our 
foundry manager was a good or a bad manager; the 
foundry costs were centrally mcrged in the gencral costs. 
In Gencral Motors, this foundry would be a division, so 
that the costs and the results of foundry operations would 
at once be visible to everybody.” 

(8) Decentralization means the absence of “cdict 
management” in which nobody quite knows why he does 
what he is ordered to do. Its place is taken by discussion 
and by policies which are public and which are arrived at 
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as a result of the experiences of all the people concerned. 
‘Perhaps my greatest surprise when I joincd General 
Motors [so again the above-mentioned informant] came 
when I attended my first “Sloan mecting’ [see below] and 
saw the extent to which even minor cxecutives are in- 
formed of the reasons for company policies, and are 
encouraged to speak their mind freely and to express their 
opinions, however much they disagree with central 
management. In . . . [the company whcre my informant 
had spent twenty years and where he had risen from 
apprentice to chief engineer] even senior executives were 
never told the reason for any central management 
decision.” 

It is obvious from this summary—as indced it was 
obvious in my talks—that the executives of General 
Motors do not only consider decentralization to be the 
correct concept for the organization of a big business but 
that they feel that, at least on the level of top management, 
the concept has been realized and its aims achieved. 


Central and Divisional Management 


Decentralization, as said above, 1s not considered as 
confined to top management but a principle for the 
organization of all) managerial relauonships. It was 
developed, however, out of the problems of co-ordinating 
central and divisional management into one whole. It has 
been tested most thoroughly on the top level of Gencral 
Motors; and it has been most generally accepted and most 
successful on this level. Hence we shall study the meaning 
and the cffects of the policy of decentralization by 
analysing the relationships between central and divisional 
managements. 

Central management has twofold functions under a 
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system of decentralization. It is at the same time the 
servant of the divisional managers, helping them to be 
more efficient and more successful in their autonomy, and 
the boss of the corporation. And in this role it has to weld 
several hundred aggressive, highly individual and very 
independent divisional top cxecutives into one team. 
These two jobs are apparently contradictory but actually 
interdependent. Their solution is attempted in various 
ways; (a) through the power of central management to set 
the goals for each division and for the whole corporation; 
(b) through its power to define the limits of authority of 
the divisional manager and through the power to appoint 
and remove divisional managers; (c) through its constant 
check on divisional problems and progress; (d) through 
rchieving the divisional manager of all concern with 
problems that are not strictly part of the process of 
production and selling; (e¢) and finally through offering 
him the best obtainable advice and help through the 
service staffs of central management. 

(a) The manufacturing programme of the various 
divisions has to be approved by central management, 
particularly as far as the car divisions are concerned; 
central management scts the price range within which 
Chevrolet, Buick, etc. operate. Beyond this range they 
cannot go without specific authorization. But no attempt 
is made to prevent Oldsmobile, for instance, from trying 
to displace the low-pricec! Buick car. No attempt 1s made 
to tell Chevrolet what prices to pay the Fisher Body 
Division for its bodies. No attempt is made to force any of 
the car divisions to buy its accessories such as lamps, from 
onc of the Gencral Motors divisions if the manager of a car 
division can show that he can ect better valuc elsewhere. 

Similarly in respect to the Diesel divisions, it is central] 
management that will have to decide whether the over- 
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lapping production programmes of two of these divisions— 
the result of historical developments antedating their 
acquisition by General Motors—are to be maintained or 
whether each division Is to specialize on one type of engine. 

Central management not only delimits the divisions 
against cach other, it fits them into a general pattern as 
part of the unified corporation. It establishes the general 
over-all aim and allots to each division its role on the 
team. It establishes a total production goal on the basis of 
an analysis of the economic situation and assigns to cach 
division its minimum quota. It determines how much 
capital to allot to each division. 

Above all, central management thinks ahead for the 
whole Corporation. It is thus differentiated from 
divisional management not only in power and function but 
in time. A good divisional manager is fully as much 
concerned with the future as with the present; indeed one 
way to distinguish a divisional manager from divisional 
employces---some of whom, such as the managers of a few 
large plants owned by the big divisions, have many more 
people working for them than the manager of a small 
division—is by the divisional manager’s responsibility for 
the long-term future of the business he runs. But it 1s not 
his responsibility to decide in what direction his division 
should develop; that is the responsibility of central 
management however much it may rely on the advice of 
divisional management. It 1s also the responsibility of 
central management to foresee problems and to work out 
solutions in advance. Central management furthermore 
works out major policy decisions applicable to problems 
common to all divisions. Finally, it decides on expansion 
into new lines—for instance on the expansion into the 
Diesel ficld, on the acquisition of new properties and the 
establishment of new divisions. Of all the functions of 
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central management, this responsibility to think ahead is perhaps 
the most important as it more than anything else makes General 
Motors a unified institution with but one purpose. 

(b) Central management determines the limits within 
which the divisional manager operates. Within Gencral 
Motors this 1s usually expressed by saying that central 
management makes policy decisions, while the divisional 
manager is in charge of administration. This is, of course, 
a misunderstanding. Every executive down to the 
lowhest assistant foreman makes policy decisions; and 
every executive, up to the Chairman of the Board, has 
administrative dutics. But central management dcter- 
mines both the areas of decision for the divisional manager, 
and the gencral rules to which his decisions have to 
adhere. To phrase it in terms of constitutional law, policy 
decisions of a divisional manager must rest on an explicit or 
implicit delegation of policy-making power and must 
conform to implicit or explicit commands or be ultra vires. 

And behind this, as an ultimate recourse, there is the 
absolute powcr of central management to remove a 
divisional manager and to appoint a new man in his stead. 
Obviously it is a rare and grave decision to dismiss the 
manager of a division, and it is regarded as most im- 
portant by central management that it should be taken 
not on the basis of a personal impression regarding the 
man’s ability and achicvement, but on the basis of 
objective records. But this is voluntary self-rcstraint on 
the part of central management which does not affect its 
unquestioned final powcr of removal. 

(c) More in evidence in cveryday business conduct 1s 
the control through contact which central management 
exercises over divisional managers. Largely this 1s 
informal and a question of advice, discussion or mutual 
respect built up over years of collaboration. The vice- 
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president in charge of a group of divisions, for instance, 
has a very real powcr; but it is rarely, if ever, exercised in 
the form of orders. Rather it makes itself felt through 
suggestions made in discussing problems or achievements 
of the division, in discussing central-management decisions, 
or as a result of the respect the divisional manager has for a 
man who, as is usually the casc, has successfully been a 
divisional manager himself. The same kind of informal 
but very real control 1s exercised by the sub-committces of 
the Policy and Administration Committees with whom 
managers discuss their problems, plans and policics, and, 
as will be discussed Jater, by the service staffs. 

However there is a formal safeguard of central-manage- 
ment contro], a formal veto power on all capital invest- 
nents beyond a certain limit and on the hiring of executive 
personnel beyond a certain salary. This veto power 1s 
rarcly exerciscd as a divisional manager 1s unlikely to 
make such a proposal without the support of his group- 
execulive and of the appropriate service-staff. But it has 
the important result that practically every major policy 
decision of the divisions has to be discussed extensively 
with central management. 

Equally important ts central management’s role in help- 
ing the divisional manager to be as effective as possible. 

(d) To this end the divisional manager is relieved of all 
worry over financial matters. As president of an in- 
dependent company, he would have to spend a great deal 
of his time in obtaining the capital neccssary for expansion. 
This worry is taken off his shoulders completely. It is the 
job of central management to obtain the capital for him 
for any programme that has been decided upon as 
desirable. The same holds for legal matters. Also, 
General Motors has a uniform accounting system super- 
vised and managed centrally. Finally, most union 
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contracts and all negotiations in labour matters are 
handled centrally by a staff of the Corporation under a 
vice-president; this is, however, not the result of a decision 
to relieve the divisional manager of a worry only incidental 
to the business such as underlics the centralized handling 
of financial, legal and accounting matters, but is the result 
of the demand of the Unitcd Automobile Workers Union 
for a uniform contract for the company; and the wisdom 
of such a centralized labour policy is hotly debated within 
the Corporation. 

(e) Finally, the divisional managers are served through 
the service staffs of central management. Their first 
function is to advise the divisional manager whenever he 
fecls in need of such advice. It is, for instance, quite 
customary for a newly appointed divisional manager to 
come to the Detroit office to obtain advice on the dis- 
tribution of the bonus (see below) within his division. 
During the war the manufacturing staff at Central Office 
worked out the basic manufacturing processcs for many 
war products upon the request of the divisions; it is typical 
however of the way these staff agencies work that the 
final details of production and improvements in working 
methods were Ieft entirely to the division. 

Anothcr important function of the staff agencics is to act 
as liaison between the various divisions, and particularly as 
centres of information on new or improved methods. If, 
for instance, one division has worked out a new way of 
treating cast aluminium which cuts down costs by five per 
cent, the othcr divisions interested in this or similar 
problems will at once be informed by the scrvicc staff. In 
this way, the service staffs attempt to make surc that all 
over General Motors the most advanced methods are 
used. In the same way, information about new problems 
that have arisen in one division and about difficultics to be 
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encountered with a new product, a new method or a new 
labour policy is collected and transmitted to all the other 
divisions to save time and avoid costly errors. Similarly, 
the staff experts make available to the divisions the most 
up-to-date methods developed outside of General Motors, 
whether in research, in merchandising, in the handling of 
public relations, ctc. This service function of central 
management alone probably is worth considerably more 
to the divisions than the one-half of one per cent of turn- 
over that is charged by General Motors for the upkeep of 
the cntire central management. 

It should be emphasized that the staff agencies in their 
rclations with the divisions rely on suggestions and advice, 
and that they have no dircct authority whatsoever over the 
divisional manager and his policics. Of course they might 
appcal to top management in a last attempt to force an 
obstructionist divisional manager into linc; this, however, 
is a theoretical rather than a practical recourse. In the 
normal course of events the service staffs have to “sell 
themselves” to the divisional manager, and have to rely on 
their ability to convince the divisional management and on 
their reputation and achievements. No divisional manager 
Is under compulsion to consult the service staff or to 
take their advice. Yet the relationship between service 
staffs and divisional managers is on the whole quite 
frictionless. 

Just as the service staffs apprise the divisional manage- 
ment of all important developments outside of his own 
division, they inform central management of all important 
developments within the divisions. To the scrvice staffs— 
though not exclusively to them—central management owes 
its knowledge of the details of production, cngineering, 
distribution and personnel management throughout the 
business, which is one of the most important factors in the 
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teamwork between the policy-makers at the top and the 
administrators in the division. 

Finally, it is the job of the service staff to formulate 
future policies in closest collaboration with both divisional 
managers and central management. Thce staff agencies 
themselves cannot lay down policies; they can only 
recommend. They must convince both the central 
management dealing with broad problems of corporation 
policy and the divisional managers with their concrete 
tasks, before any of their recommendations will be 
accepted as general Corporation policy. 


Like any formal analysis of a functioning organization 
this description fails to convey what is really the most 
important thing: the way in which the organs of central 
management work. It gives only an outline of the frame 
within which central management operates, and not the 
picture itself. When we turn to the divistonal manager, we 
cannot give even the frame. The nearest description of his 
status and opcrations might be to say that within the 
limits of policy and decision sct for him by central manage- 
ment, he operates on his own as the boss of his outfit. He 
is in complete charge of production and sales. He hires, 
fires and promotes; and it is up to him to decide how many 
men he nceds, with what qualifications and in what 
salary range—exccpt for top exccutives whose cmploy- 
ment is subject to a central-management veto. The 
divisional manager decides the factory layout, the technical 
methods and equipment used. He works out the capital 
requirements of his division and plans for expansion and 
for new plants—though central management must approve 
of major investments. The divisional manager is in charge 
of advertising and public relations for his division. He 
buys his supplies independently from suppliers of his own 


58 BIG BUSINESS 


choice. He determines the distribution of production 
within the several plants undcr his jurisdiction, decides 
which lines to push and decides on the methods of sale and 
distribution. He makes contracts with dealers and gives or 
cancels their francnises. In everything pertaining to 
operations he is as much the real head as if his division 
were indeed an independent business. According to the 
estimate of several divisional managers—corroborated by 
members of the central management—ninety-five per cent 
of all decisions fall within his jurisdiction. 

But this description, while correct, fails to convey one 
intangible though very significant fact: the atmosphere of a 
team of which the divisional manager is a member. There 
is no ‘‘General Motors atmosphere” and very definitely no 
““Gencral Motors type’. In fact I am greatly struck by the 
difference of atmosphcre between divisions, and by the 
varicty of personality and background between individual 
divisional managers. This varicty is not only permitted, it 
is definitcly encouraged by central management; for it is 
held that every man will do his best job when he does it 
his own way, and that cach division will do its best job 
when it feels a pride in its tradition, manners and social 
climate. Hence central management refrains as much as 
possible from telling a division how to do its job; it only 
lays down what to do. Yet the divisional manager, 
though left alone as long as he docs a good job, is conscious 
of his place on a team. 

This is largely the result of two broad policies which will 
be discussed later in some detail: the system of impersonal 
yard-sticks by which the performance of divisional 
managers is measured objectively in terms of their con- 
tribution to the team, and the interchange of factual and 
personal knowledge by which the divisional managers are 
kept informed of their place in the team, and of the work 
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of the team. But the dual position of the divisional 
manager as being at one and the same time the autono- 
mous boss of his division and a member of a unificd team 
shows best in the administration of the General Motors 
Bonus Plan—which in itself is an important reason why 
this dualism works without too much tension. 

General Motors sets aside cach year a considerable part 
of its net profit for bonuscs to executive cmployccs, to be 
paid in General Motors shares (during the last years a cash 
alternative has been offered for part of the bonus to enable 
the recipients to pay war-time income taxcs on the bonus 
without having to scll General Motors stock; this is, 
however, considered a temporary expcdient). Top 
management decides how much bonus cach divisional 
manager Is to reccive as his own personal compensation. 
It also decides the total to be allotted to cach division for 
distribution among the cmployees below the rank of 
divisional manager. While guided by a formula expressing 
both the total rcsults of the corporation and an appraisals 
of the results of the division, central management 1s 
independent in these decisions. Who is cligible for 
participation in the bonus 1s also decided centrally for all 
divisions; participation is usually confincd to men above 
the income level of a general foreman. Finally there is a 
definite and strongly rccommended pattern of bonus 
distribution. The more ‘mportant a man’s position the 
greater should be his stake in the profit; while bonuses in 
the lower ranks of management should be a relatively 
unimportant ‘‘cxtra’’, bonuses of higher executives should 
be a major source of income though very clastic. 

But within these gencral rules and recommendations the 
divisional manager decides how the bonus is to be dis- 
tributed among his subordinates. He may single out one 
department for a special award or penalize another. He 
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may reward or penalize individuals. To safeguard against 
arbitrary or partisan decisions he has to obtain the 
approval of central management before he can make 
radical departures from precedent, and has to explain his 
reasons. Once approved, however, his decision 1s final. 
For General Motors executives, particularly for the 
senior men, the bonus is in normal ycars a very important 
part of thcir income. Hencc the power of the divisional 
manager to decide on its distribution makes him the boss 
In a very real scnse though the gencral rules and the veto 
power of central management over the plans of the 
divisional manager makc it difficult for him to be arbitrary 
or spiteful or to play favourites. At the same time the stake 
the divisional managcr himself has in a bonus which 
represents both the results of his own division and the 
results of the whole business, tends to give him a strong 
incentive to do his best in running his division and to play 
a cO-operative part on the team that is General Motors. 
The bonus enables the divisional manager to be both 
independent and a member of the group. Under normal 
business and tax conditions the divisional manager even of 
a smal] division should become in a few ycars a moderately 
wealthy man, if he keeps his bonus stock as he 1s strongly 
urged todo. Thus he will soon be financially independent. 
He need not hesitate to express his own opinion, to object 
to corporation policy, or to run his own division his own 
way; for he docs not have to keep his job at all costs, nor 
does he regard himself as in any way inferior to the men in 
central management; they may be much wealthier 
than he 1s but the difference is one of degree rather 
than one of kind. At the same time his prosperity 1s 
directly bound up with the prosperity of General Motors, 
the shares of which are usually his major asset. It 1s 
not a decisive factor in the working of the system of 
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decentralized management that the executives of the 
company are the largest individual (that is non-corporate) 
shareholders as a result of the bonus plan, and that 
General Motors shares are the major assets of most of its 
executives; but it is important. 


A Two-way Flow 


Division of powers and of functions, unity in action— 
this definition of a fedcral union would be a fairly accurate 
description of the aim of General Motors’ policy of 
decentralization. Such a union cannot rest on blind 
obedience to orders. It must be based on an understand- 
ing of cach other’s problems, policics, approaches, 
mutually between central management and divisional 
managers. Evcry one must not only know what Is ex- 
pected of him but also how his neighbour will act and why. 
It is a problem which all large organizations have to solve. 
Concretely, General Motors could not function if every 
decision had to be approved by a few overworked men in 
New York or Detroit. At the same time, it could not 
function if these men at the helm did not know of every 
major move within the business. Similarly, it could not 
function if the divisional managers had to detcrmine basic 
policy at every step; and it could not function if they did 
not know and understand policy decisions and the reasons 
behind them. The first requirement of Gencral Motors’ 
management is, therefore, that as many of its exccutive 
employees as possible understand the policies, the pro- 
blems and the programme of the company and of its 
divisions. Both information and decision must flow 
continually in two directions: from central management to 
the divisions, from the divisions to central management. 

We have already mentioned some of the devices used. 
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The vice-president in charge of a group of divisions acts as 
a constant liaison on policy and performance between head 
office and division. The service staffs provide liaison in the 
technical ficlds not only betwcen central management and 
divisions but between the divisions themselvcs. The sub- 
committecs through which top management works have 
members from the divisions and call in divisional executives 
all the time to advise and be advised. In addition, there 
are special meetings to create common understanding, 
which are being held twice a year in Detroit under the 
chairmanship of Mr. Sloan, and at which important or 
acute problems are discussed. At these meetings the results 
of the various divisions are also shown and reasons for 
success and failure are discussed. Suggestions from the 
divisions or from central management are brought up for 
debate and unplanned but cffective personal contacts are 
established between central management and divisional 
personnel. About two to thrce hundred pcople attend 
these mcctings regularly; an cqual number is invited in 
rotation. Thus practically every senior employee— 
beginning perhaps at the level of plant supcrintendent— 
has an opportunity to sce the business as a whole, to see his 
place in it and to familiarize himself with the basic 
policics and the programme of the company. 

These meetings have been held for more than ten years 
and have been singularly successful. However, the group 
was felt to be too large to establish the personal contact 
between central office and divisional personnel that is 
necessary for the general undcrstanding of policies and 
problems on which Gencral Motors depends. Therefore 
the “Sloan mectings” in Detroit are now being supple- 
mented by smaller meetings in the various centres of 
production in which members of the central management 
meet for several days with local executives of the divisions. 


THE CORPORATION AS HUMAN EFFORT 63 


. 


The attendants at these meetings include al] the people 
who are invited to the ‘Sloan meetings’? and a number 
of lesser employees from the local plants and offices. 
Similar mectings are being held with dealers. 

By these means managerial employces of the corporation 
are kept informed on policies and problems: they are also 
constantly brought into the determination of policies. No 
important policy decision is made without consulting the 
divisional executives affected by it. It is the right as well as 
the duty of every managerial cmployce to criticize a 
central management decision which he considers mistaken 
or ill-advised. In fact, the one definition 1 could obtain 
who is considered an executive in Gencral Motors was: 
“A man who would be expected to protest officially against 
a policy decision to which he objects.”” Such criticism is 
not only not penalized; it 1s encouraged as a sign of 
initiative and of an active interest in the business. It is 
always taken seriously and given real consideration. 

Central management does not of course base its 
decisions on the votes of the divisional personnel. It may 
completely disregard the opinions of divisional manage- 
ment. But in turning down a divisional exccutive it will 
attempt to explain to him its reasons. It is a standing rule 
that central management Is to rely on persuasion and on 
rational proof rather than on an order. In debatable 
matters central management often prefers to wait until the 
divisional managers have themsclvcs come and requested 
a policy decision rather than dictate from the top. 

An example may illustrate the nature of this relation- 
ship. Several years ago, it was laid down as a gencral 
policy that all foremcn should be on a salary basis rather 
than on hourly pay, and should enjoy seniority in lay-offs 
over all hourly workers. During the war the number of 
foremen doubled. The new foremen were given the same 
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status as the old foremen, lest they feel deprived of the 
relative security of seniority and thus in a worse position 
than the hourly workers in the event of a post-war 
depression. This decision was seriously attacked by several 
divisional managers who felt that it demoralized the old 
foremen who should be distinguished in some way as the 
permanent supervisory force of the company. The 
divisional managers brought their argument before the 
central management which at once agreed to reconsider 
the whole matter. 

On the other hand central management does not 
hesitate to interfere directly and even ruthlessly whenever 
the interests or policics of the business are at stake. There 
is perhaps no greater contrast than that between the 
consideration shown to a divisional manager in all matters 
pertaining to the management of his division, and the co- 
operation expected of him in all matters where his 
conduct and policies directly affect the company as a 
whole. It is preciscly here that the Gencral Motors 
concept of central management functions pays its highest 
dividends. Because policy matters are usually discussed 
well in advance of the time when they become pressing, 
they can be handled leisurcly and discussed frecly and 
carcfully. This, it is claimed, makes it possible to give all 
concerned a chance to think things through and to speak 
their minds without causing dangerous delay. Above all 
it makes it possible for central management to acquaint 
itsclf with the views of divisional managemcnt and vice 
versa. As a result when the time comes to put the policy 
into action everybody should know what he is supposed to 
do and why; every divisional manager should not only 
know whcre general policy begins and his autonomy 
stops but he should also accept the general policy as 
something he has helped formulate. Thus the question 
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whose responsibility a certain decision is, will arise 
rarely, if ever. 


Freedom and Order 


The impression that emerges from an analysis of the 
aims of Gencral Motors’ policy of organization is one of 
great individual liberty in which every man—at least 
among the three to five hundred first- and second-line 
exccutives—is to be allowed as much responsibility as he is 
willing to assume. There is little emphasis on title, rank or 
formal procedure. Indeed, the one thing that is most 
stressed by all executives is the “informality” that exists in 
the relationships among the members of this group and in 
the division of their work. This raises the question how 
General Motors avoids the dangers which according to 
age-old experience threaten every federal and especially 
every committee form of government: the danger of a 
deadlock between co-ordinated organs, the danger of a 
break-up of the organization in factionalism, intrigues and 
fights for power. It has always been a basic axiom of 
political theory that freedom such as Gencral Motors 
accords to the membcrs of its top management group, 1s 
only possible within a clearly defined order with a strict 
division of authority and responsibility. General Motors, 
however, seems to lack largely what might be called a clear 
division of powers. Yet decisions must obviously be arrived 
at without too much delay or uncertainty as to who is 
entitled to make them, so as to enable the corporation to 
function in a highly competitive market. The question 
thus arises what it 1s that makes this “informality” 
possible. Can it be based solely on good will and on good 
intentions? Or does it require a strict frame of objective 
policy as a condition of individual freedom? This, 
needless to say, Is not a new but a very old question of 
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politics—known in this country perhaps best as it appears 
in the conflict between Jeffcrsonian and Hamiltonian ideas 
of politics. 

There is a tendency within General Motors to explain its 
functioning as owing to human individual good will rather 
than to institutional structure. There is a good deal to 
back up such an explanation. There can be no doupt that 
the informality, the reliance on information and persuasion 
and the absence of ‘‘edict management” reflect accurately 
the personality of the man who developed General 
Motors to its present position—Alfred P. Sloan, Jr., for 
more than twenty years its active head. It is also certain 
that without Mr. Sloan’s personality the system could 
never have grown up and established itsclf. Yct the 
tendency which underlies this “personality”? explanation, 
to seck the basis of a pol'tical order in the personality of the 
ruler or in the good will of the citizens, is actually a very 
dangerous one. That it is current within General Motors 
is a potential weakness as it implies a lack of understanding 
by the organization of the factors from which it derives its 
strength. If it were true that the General Motors’ system 
rested on individual good will, it could hardly survive the 
life span of one man. It would also have validity only for 
an organization headed by one particular type of per- 
sonality and could not be regarded as a general model of 
industrial organization, which 1s preciscly what General 
Motors aspires to be. Finally—and this 1s probably the 
most dangerous point for General Motors itself—such a 
belicf might lead to a false sentimentalism, which evaluates 
exccutives according to the lip-service they pay to 
humanitarian principles, rather tnan according to their 
achievements. 

Actually, Genera] Motors’ decentralization does not rest 
on the good will of the men in top management positions. 
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It could, if necessary, function without the personal 
qualities which Mr. Sloan has shown in his long ad- 
ministration. Indecd it has been functioning with senior 
executives whose personalitics were the very opposite of 
his, and who had nothing of the informality and of the 
respect for their fellow workers which would seem to be 
required. There must thus be an objective, impersonal 
frame of reference to make possible if not mandatory the 
freedom of decentralized management. This objective 
frame is given in the use of modern methods of cost 
accounting and markct analysis as an impersonal yard- 
stick to measure achievement of both policy-makcrs and 
production men. 

This objective yard-stick is comprised of two sets of 
measurements which apply equally to divisional manage- 
ment and its subordinates and to ccntral management and 
its policy decisions: (1) Base pricing which gives an 
objective measure of the cfficiency of the Corporation and 
of its subdivisions as a producer; (2) Compctitive market 
standing which shows automatically and immediatcly the 
efficicncy of the Corporation as a scller. Together these 
two gauges are supposed to show over-all efficicncy and 
supply an immediate and objective check on decisions and 
policics. 

The function of the system of base pricing is to measure 
the productive cfficiency of all units of the business and 
also to eliminate from the mcasurement of productive 
costs all extraneous and transient factors, particularly 
those introduced by the fluctuations of the business cycle. 
Its core is that carcful analysis of all the cost factors 
that enter into production at various rates of capacity 
which is the basis of modern accounting. This makes 
it possible to determine at one glance whether a certain 
division—or a department within a division—is pro- 
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ducing with greater or lesser efficiency than the norm, 
and why. It also shows whether a good result is attribut- 
able to an increase in efficiency or to an improvement in 
methods, or whether it is the result of purely accidental 
factors for which management cannot claim credit. 
Above all, it makes it impossible to be deceived by a high 
profit in boom years if such profit is actually purchased at 
the cxpcnse of productive cfficicncy, that is at the risk of a 
permanent impairment of the company’s strength. 
Converscly, it prevents a divisional manager from being 
blamed for the disappointing returns of a depression year 
when actually the result was caused by factors over which 
he had no control. Thus, a divisional manager will be 
held accountable for a deterioration of productive 
efficiency even when it is concealed by an increase in total 
profits; and he will get the credit for any strengthening of 
managerial efficiency, even when as the result of bad 
business conditions, his division operates at a loss. The 
cost analysis of base pricing thus gives an objective 
standard of manufacturing efficiency. 

The instrument of base pricing also furnishes a yard- 
stick for policy decisions—both before they are taken and 
afterwards. It shows the factors of productive efficiency 
that are likely to be affected by a policy decision, thus 
substituting facts for personal differences of opinion in 
policy arguments. It shows how costs will be affected by 
policy decisions deemed necessary or advisable not for 
reasons of productive efficiency but for such reasons as 
labour policy, merchandising, public relations, etc. 

Base pricing also shows the use made of General 
Motors’ capital. It measures the rate of return on capital 
invested and the factors: rate of capacity at which the 
plants opcrate, lifetime of the productive equipment, etc., 
on which this rate depends. The assumptions under 
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which any given Investment is made can thus be isolated 
and checked against actual economic developments all 
the time. It thus furnishes a basis for policy decisions on 
expansion and measures the advisability of proposed new 
capital investments. 

It is indicative of the concept of management that is 
embodied in General Motors organization that the cost 
analysis underlying base pricing is made by the divisions 
—just as it is customary in a good many divisions to have 
the department heads such as superintendents and fore- 
men make the cost analysis for their jobs. The necessary 
check is supplied by a comparison of the cost analysis of 
each division with those of other divisions within the 
company making comparable products or using compar- 
able methods—one reason for the company’s insistence on 
uniform accounting practiccs throughout all divisions. 

Efficient production is only one clement in the success of 
a business in a free-entcrprise economy, and has to be 
complemented by ability to sell one’s products in the 
market. Hence, in Gencral Motors an objective analysis of 
the markct and of the compctitive standing of the products 
is uscd as the sccond measurement. The consumcer’s 
decisions and preferences are combined with the facts of 
the engineer to give an impersonal basis for decisions and 
for the evaluation of performance. Again the problem is 
how to eliminate purcly extrancous fluctuations in 
measuring performance. This is donc for the car-produc- 
ing divisions by measuring their achievement and com- 
petitive standing not in terms of total sales but according 
to the ratio of their sales to total automobile sales in their 
price range. A car division which would show a loss in 
percentage of its potential market would be considered 
as losing ground even though—as a result of prosperous 
business conditions—it might roll up high absolute sales 
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figures. On the other hand, it is generally understood that 
the management of Cadillac has been doing an outstand- 
ing job over the last fifteen years, even though the dollar 
volume of sales has gone down sharply. The share of the 
division in the total sales of high-priced cars has risen; 
the fall in absolute sales volume is thus not chargeable to 
Cadillac but to a shrinkage of the market for higher priced 
cars over which the Cadillac management has had no 
control and for which it can not be blamed. 

Since the accessory divisions produce largely for use 
within General Motors their efficiency could not be 
measured in terms of their competitive standing on the 
consumer’s market. Henec they are measured by a 
different—and perhaps even a more severe—standard, 
their ability to supply the car divisions at lower cost than 
any outsider. As mentioned above, no car division is under 
compulsion to buy from the accessory divisions, or under 
compulsion to pay the prices demanded by them. To 
obtain the custom of the car divisions, cach accessory 
division must be able to mcet the lowest prices of outside 
accessory manufacturers and to satisfy the quality and 
styling requirements of the car divisions. Most of them are 
therefore subjected to the test of compctition as much as 
the car divisions. And while individual car buyers will 
often decide on the basis of habit or advertising appeal, 
that is on cconomically non-rationa] grounds, the accessory 
producers have to satisfy a buyer who 1s interested only in 
tangible and provable economic factors. 

The yard-stick of market performance is based on the 
assumption that consumers’ buying preferences and even 
their prejudices are as much objective facts for the 
producer as are the facts and figures of engincering and 
accounting which underlie base pricing. It is as necessary 
to analyse the consumcr’s preferences as it is to analyse 
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cost factors. Without knowledge of the elements which make 
up the consumer’s decision, it would be impossible to find 
the causcs of faulty selling performance or to plan rationally 
for improvements in the competitive position of a division, 
or of the business as a whole. Hence, General Motors has 
built up a comprehensive consumer research organization. 

The combination of these two elements of objective 
analysis, base pricing and compctitive markct standing, 
has made possible a considcrable degree of production 
planning. Annually cach division submits estimated 
schedules for the next year in which it gives tentative 
figures for sales, costs and expected capital requirements 
on the assumption of a good, an average, and a bad year 
for the industry as a whole. It also indicates which of these 
three estimates 1t considers most likely on the basis of its 
knowledge of business conditions, trends in the used-car 
market, ctc. By correlating the estimates of the various 
divisions, central management obtains a fairly repre- 
sentative picture of conditions in the industry as a whole. 
By closcly chccking this composite judgment of the 
producing and sclling personnel against the analysis of the 
consumer research staff and of the company’s cconomists, 
a result is obtaincd which should not only be fairly 
rcliable but which also is comprchensible to the executives, 
thus setting an objective frame for the work of the members 
both of central and of divisional managemcnt. 

Through measuring the efficiency and achicvement of 
both policy decision and administration against the 
objective criteria of cost and cfficicncy, of return on the 
invested capital, and of compctitive standing in the 
market, Gencral Motors aims at the elimination of 
personal and subjective elements in the rclationship 
between boss and subordinate, central management and 
divisional management. The questions, how cfficient 1s a 
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man, how successful is he, and how important is he to the 
company, do not have to be decided on the basis of 
subjective preference. In fact, they should not have to be 
decided at all; they should be answered clearly by the 
objective yard-stick that records efficiency and achieve- 
ment immediately and automatically. The President of 
the company does not have to tell a divisional manager 
that he is not satisfied with him; the divisional manager 
knows it anyhow by looking at the figurcs based on his 
own cost and markct analysis. Similarly, the President 
does not have to justify a promotion to the colleagues of the 
promoted man; he has the man’s record which 1s known 
within the company. Also the objective yard-stick should 
limit the personal element in policy decisions. If a man’s 
opinion or suggestion are overruled it should be not 
because of the higher rank of the boss, but because the 
facts are against him. That would make it possible for 
superiors freely to admit mistakes to their subordinates— 
perhaps the most important thing in human rclations. In 
fine, this objective yard-stick should not only make possible 
informal and friendly personal relations, a spirit of team- 
work and a free and frank discussion. It should also—at 
least, that is what the people in General Motors claim— 
make the organization of management as a team on a 
federal basis natural and almost incvitable by erecting 
strong barricrs of fact against action based on nothing but 
seniority and rank. 


3 
How WE tt Does Ir Work? 


Our analytical description of decentralization gives the 
impression of a carefully worked-out system. This 
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impression is by and large correct—for the system as it 1s 
to-day. But this analysis also seems to imply—as does 
every systematic description—that to-day’s structure has 
been planned this way. This implication is dangcrously 
misleading. Indced decentralization would be worthless 
and unworkable, if not outright destructive, had it been 
imposed as a theoretically-devised plan of corporate 
organization. Not only would such a plan have been 
rigid, doctrinaire and incapable of growth and devclop- 
ment, It would have antagonized the people who were to 
work with it and under it as an artifact spun out of thin 
air, unrelated to actual experience and actual problems, 
and imposed on them by executive fiat. Decentralization, 
in other words, would have been regarded as a form of 
“enlightened despotism”. The important fact about 
“enlightened despotism”—also the one fact ‘“‘enlightened 
despots” always forget—is that, wlule it appcars as 
enlightenment to those in powcr, it 1s despotism pure and 
simple to those under it. Another and potentially even 
more serious result of a theorctical over-all plan would 
have been that every practical problem demanding a 
solution would have appcarcd as a challenge to the plan 
and as an attack on its basic principles—simply because no 
plan, however good, can foresee practical problems of the 
future and can solve them in advance. Finally, a 
theoretical system 1s always more concerned with the 
question whether the solution to a concrete situation is in 
harmony with the principles of the plan, than whcther it is 
appropriate to the situation. A theorctical plan becomes 
an end in itsclf; and concrete administrative action—the 
first job of any system of government—becomes impossible. 

This is not to say that decentralization has been evolved 
“pragmatically”, that is, without reference to an undcr- 
lying concept. Certainly, when General Motors first 
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began to be organized as a unified body about thirty years 
ago, its leaders had concepts of management and of 
corporate organization, aims they were striving for, 
beliefs, particularly how things ought not to be done. The 
general idea that a corporation must have a policy seems 
to have been accepted by top management during the first 
World War or shortly thereafter. The gencral concept of 
decentralization as applied to the relations betwcen 
central management and divisional managers, and the 
gencral idea of objective yard-sticks, date probably back 
to the carly twentics. But these were general principles of 
organization and procedure—principlcs how to do and not 
to do things, rather than what to do or not to do. The 
corporate organization itself, the concrete organs, the 
concrete policies, the concrete decisions were developed 
gradually and in dealing with concrete situations and 
concrete personalitics. 

Most of the demands for “‘planning’”’ made to-day are 
based on the false asscrtion that ‘muddling through” and 
aimlcss floundering are the only alternatives to over-all, 
theorctical, for-the-future planning. That Gencral Motors 
owes its strength preciscly to that use of principles and 
concepts as guides for concrete, unplanned and unfore- 
seen action of which the “‘planner’”’ knows nothing, is thus 
of gencral importance. The most successful attempt to 
provide a basis for the political organization of the future, 
the Amcrican Constitution, used the same method. The 
Constitution is not a “‘plan”’ of Government, laying down 
what ought to be donc. Neither is it “pragmatic”. It 
establishes a few, simple organs of Government with 
enormous powers of which only the limits are given. It 
establishes an objective yard-stick in the law. It provides a 
few, very simple principles of decision in broad language; 
most of them, it is noteworthy, lay down how not to act, 
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with the significant exception of the provisions for the 
revision of the Constitution which establish a positive 
procedure. But the actual organization and system of 
Government were wiscly left to conerctc expericnce—a 
wisdom on which the success of the Constitution rests in 
large part. 

Because General Motors’ system of organization was 
evolved historically, the actual organizational reality 
necessarily abounds with exceptions to the gencral 
organizational concept. In the case of almost every 
division there are special historical reasons why this or that 
general rule is not observed: a special problem of pro- 
duction, a valuable but cantankcrous sales manager, long 
since honourably retired, who did things his own way, or a 
particularly good or particularly bad atmosphcre of 
labour relations, etc. Where the logician and system- 
maker would expect logical consistency, there are large 
gaps. This or that problem that theorctically should have 
been answered one way or another, simply has never come 
up and has not been answered at all. In other words, 
Gencral Motors is a functioning and moving organization 
of human beings and not a static blueprint. 

But it is not only impossible for the reality of General 
Motors to be a reproduction of the decentralized federal 
union of its concept, it would also be highly undesirable. 
The purpose of such a concept is never to serve as a rigid 
rule. Rather it is to be used like a compass bearing taken 
across rugged mountains. The actual trail will follow the 
natural contours of the terrain; but the bearing will give 
the deviation from the truc course at every step and will 
thus ultimately lead to the objective, howcver great the 
detour and however much the objective has been lost sight 
of on the way. 

This is true of all human organizations. Being human 
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they can never aspire to perfection and must thus make 
imperfection workable. Being human they also have to 
reckon with the very considerable differences of tempera- 
ment, ability and rhythm between individuals. A system 
of organization that is thirty per cent effective, will be 
more cfficient and stronger than one that pretends to ideal 
efficiency. In fact it can be said that for a decentralized 
management to be efficicnt, it must contain at least a 
sprinkling of exccutives who pay very little attention to the 
rules of decentralization and are inclined towards a rather 
autocratic, ‘‘do-this-or-bc-damned” attitude. For every 
institution will sooner or later run up against a situation 
which cannot be solved on the basis of factual analysis and 
policy, on which agreement cannot be reached, and for 
which there are no precedents. Such Gordian Knots can 
only be cut; and unless there is somebody in the organiza- 
tion who would rather cut than unravel knots, the 
decision will be avoided altogether in the name of reason- 
ableness. High-handed, arbitrary, even dictatorial 
behaviour may thus be not only no contradiction to 
decentralization, but a prerequisite for its functioning, 
provided only that such behaviour is seen and understood 
by everybody—including the dictatorial executive himself 
—as an ¢xception and as a deviation from the norm. 

What we are asking when we raise the question whether 
Gencral Motors has realized its own concept of manage- 
ment, is not whether the company in its actual workings 
conforms to a blucprint but whether it uses decentraliza- 
tion as its over-all “‘true course’, as the norm for actual 
behaviour—never realized entirely but always inferred— 
and as the basis for the approach to, and the solution of, 
new problems. 
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The Conversion to War 


To find out how much realization there is of the concept 
of decentralized management, we shall study General 
Motors’ conversion from peace to war production. Here 
was a brand-new problem of terrifying proportions. There 
were no precedents; indeed its successful solution depended 
upon the ability of the company’s executives to disregard 
most of the lessons they had spent a lifetime to learn. 
Was this successful conversion based on the principles and 
organs of decentralization? Or did General Motors in the 
pinch have to give up its concepts? 

In 1941 the automobile business had the biggest year in 
its history and aJ] divisions worked full time on satisfying 
record consumer demands. Central management, how- 
ever, was no longer concerned with the problem of peace- 
time production. As it is the function of central 
management to think ahead, the two top committecs of 
Gencral Motors began carly in 1941 to worry about the 
peak armaments load which the corporation might be 
expectcd to carry two or three years later. First, central 
management decided that Gencral Motors as the largest 
and most expericnced producer of mechanical goods 
should go after the difficult and critical rather than the 
routine jobs. Then the problems were narrowed down to 
three: the determination of the speed with which war 
orders would come and the probable date of their peak; 
shortages of labour; and transportation bottlenccks. 

A considerable time before Pearl Harbour central 
management had decided that labour supplics would be 
the critical and controlling factor in the war programme, 
and that the extent to which General Motors could 
produce for the war effort would depend on its ability to 
avoid labour shortages. Hence in the spring of 1941 
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central management made case studies of the future labour 
situation in each of the geographic areas in which the 
company operates. The magnitude of this task can be 
scen from the fact that General Motors operates important 
plants in twenty industrial districts distributed over ten 
states; in some of these areas its plants are the major 
employers, while in others Gencral Motors is only one of a 
numbcr of employers, so that the labour needs of other 
companies had to be taken into account as well. By the 
autumn of 1941 the employment limits had been worked 
out for cach major plant-city, and it was possible to plan 
to throw the maximum expansion into the arcas where 
industrial workers would be obtainable most easily. On 
this basis alone the divisions were allocated the maximum 
war business they could accept; neither finance, plant 
equipment, available floor-space, nor type of production 
usually handled by the plant were considered decisive 
wherever labour could be obtained. This policy in all its 
details was completed three weeks after Pearl Harbour, 
that is, even before the Government was ready to give out 
armament ordcrs. And though the armaments programme 
underwent great changes, actual expcricnce proved thcse 
forecasts of possible maximum production in each area 
to be correct within a margin of ten per cent. 

As a result of this planning, divisional managers knew 
from the start precisely how far they could commit the 
company and how much work they could and should 
accept. From the start, the divisional managers knew that 
they had to plan on a war production job scheduled to 
average twice the annual pceace-time peak load. This 
made it possible for them to plan for maximum expansion 
at a time when many other corporations were still thinking 
and working in terms of much lower goals. Therefore, 
much of the job of building plants, of designing and 
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buying new equipment, could be done at a time when 
there were as yet no major shortagcs of building materials 
and machines. Finally, General Motors never had a 
serious labour supply or housing problem, and never had 
to go to the Government for housing or transportation. 
Nothing is considered by General Motors management as 
much a proof of the soundness of its organization as the 
fact that it succeeded in foreseeing and forestalling war- 
time labour and transportation shortagcs. 

Besides setting the maximum beyond which no 
divisional manager could accept orders without special 
approval by the Administration Committce, central 
management also set the minimum by laying down that 
every manager had within the shortest possible time to 
expand to the limits established for him. Central manage- 
ment supervised the war job of the divisions to the extent 
that any falling behind in delivery schedule had to be 
reported and explained; in serious cases of nonfulfilment 
of contractual obligations or promises, central manage- 
ment would actually step in. Otherwise, the divisional 
manager was entircly on his own. He alone decided what 
to produce, where and how. He priced his products for 
the Government, worked out delivery schedules, and was 
responsible for the methods of production. He decided 
what new plants and new cquipment he would need and 
how the load of war work should be distributed between 
the plants. To help him in all thus, he had the assistance 
of the service staffs of the company which acted as a 
clearing-house for new mcthods of production, as agents in 
the search for scarce supplies and in the discovery of 
subcontractors, etc. In addition, central management 
handled thc legal side of all contracts for the divisions, and 
all matters of finance. A new service staff of central 
management was set up to assist the divisional managers in 
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handling war orders. The divisional manager reported to 
this war staff in Detroit all orders which he had accepted 
as well as those which he did not feel capable of handling 
himself. Thus, competition between the divisions for the 
same order was eliminated as was also the danger that an 
urgent war job would not be done because it was not 
offered to the division best equipped to handle it. 

In obtaining orders, however, the services of central 
management went far beyond advising and informing. In 
going aftcr war business and in the attempt to make the 
facilitics and experiences of General Motors most useful to 
the war effort, Gencral Motors management workcd as one 
team rather than on the basis of a nicely balanced division 
of powers. It was here that the policy of keeping the 
largest possible number of exccutives fully informed on 
corporation policies and practices paid the highest 
dividends by enabling both central management and 
divisional managers to act according to the requirements 
of the situation, rather than according to a formal 
organization chart. 

A very large part of the war orders was accepted by the 
divisional managers on their own, often without any 
consultation with central management. If they felt that 
their plants were able to turn out a certain new product, 
they went ahead. In a good many cascs individual 
divisions were approached directly by the armed forces. 
In other cases divisional managers with their own staffs, 
worked out the lines of production which they were best 
equipped to handle, and made the bids for war orders on 
this basis. Others went to Washington to find out which 
products would be most urgently needed or which 
presented the most difficulties in production; and they 
accepted war orders on that basis. 

The degree to which divisional managers were left alone 
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as long as they did a satisfactory job is shown by the fact 
that one of them agreed to the cancellation of the largest 
war contract General Motors held at that time and to its 
replacement by a contract for an entirely new product, 
without even informing central management before he 
signed. Months of preparation had been spent on the old 
contract; and in preliminary talks some of the most 
powerful men in central management had decided that 
the new product was one which Gencral Motors could not 
producc satisfactorily. Yet, when the divisional manager 
decided to go against the almost unanimous opinion of 
central management rather than turn down the armed 
forces, his decision was final. 

On the other hand, ccntra] management in many cases 
would suggest to a divisional managcr that he accept 
certain work. At one stage, the Army urgently needed 
medium tanks. Central management studied the pro- 
duction problem and came to the conclusion that the one 
thing absolutely neccessary for tank production 1s adequate 
floor-space. The one division with surplus floor-space did 
not, however, possess the equipment and the cnginccrs for 
such heavy work both of which central management found 
in another division. The two divisions were then brought 
together to work out a scheme under which the floor-space 
of one and the experience and equipment of the other 
were merged—undcr one divisional management, how- 
ever. 

In one case central management actually accepted an 
order. This happened when the Navy askcd General 
Motors to go into the production of carrier-borne aircraft 
under conditions of enginccring and manufacturing so 
new and difficult as to make it impossible for any existing 
division to handle the job. Central management thercfore 
created a new division by bringing together under one 
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new management a number of plants on the Eastern 
seaboard that had previously belonged to several divisions. 
However, once this new division was started it was left 
entirely to the new divisional manager to do the job, to 
organize his plants, men and machines. It was also left to 
him to work out modifications of the contract and to 
accept new orders for new models. 

Similar methods were applied to the planning for 
reconversion to peace-time work. The division between 
policy-making ccntral management and_ executive 
divisional management made it possible for General 
Motors to plan for peace without in any way neglecting 
full war production, just as in 1941 it could prepare for 
war production without neglecting a rccord peacec-time 
business. As soon as the main job of conversion to war had 
been done—around the middle of 1943—central manage- 
ment could begin to plan for peace-time conversion. 
Central management decided that General Motors should 
expand its capacity in the immediate post-war years, even 
though the post-war buying boom in automobiles might be 
short-lived. Central management also worked out the fore- 
casts for post-war automobile production on which the over- 
all policics of the company were to be based. Finally central 
management decided on an expansion programme of five 
hundred million dollars for the immediate post-war period. 
After that decision which was taken in close consultation 
with divisional executives but independently of them, divi- 
sional managers were called in and were informed fully of 
the reasons for the decision and of the arguments behind 
them. They were also asked to voice whatever objections 
to the decisions thcy might have, which werc thrashed out 
in a serics of meetings. Divisions were then asked to 
prepare their own plans for the actual job that had been 
set for them within the frame of the total expansion 
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programme. And while their plans in every single case 
were revicwed carefully by the central committees of the 
company, it was left up to the divisions to decide how to do 
the actual job. 

Nobody inside General Motors would pretend that the 
organization of the war effort corresponded in detail to the 
systematic blueprint given in the last section. Instead of 
the neat, functional division betwecn central management 
and divisional managcrs of the theory of decentralization 
we have in practice a scrics of huddles and scrimmages in 
which functions and tasks are divided according to the 
accidents of the concrete situation, or the individual 
ability, aggressiveness and drive of the people concerned. 
There are obviously areas in which the nature of the war 
job made impossible that divisional autonomy which 
decentralization prescribes. If there is only one customer, 
the Government, orders and distribution will tend to be 
centralized. When a strike becomes a threat to national 
security, labour policy will tend to be taken over morc and 
more by central management if only because the re- 
sponsibility is too heavy for the divisional manager. And 
since General Motors imposed on itsclf a voluntary 
profit-limitation on war ordcrs—similar to that later made 
compulsory by lJaw—pricing and its corollary, re- 
negotiation of government contracts after their com- 
pletion, became largely central-management matters. 

The nature of the war job also made it impossible to 
realize that corporate unity on which decentralization 
rests. Instead of the 250 closcly related or complementary 
products of peace-time, General Motors made more than 
3000 largely unrelated war goods. There could be no 
production policy, no ‘‘range’”’ planned, and imposed by 
central management. The most that could be done was to 
prevent divisions from competing against cach other, and 
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to promote subcontracting between them wherever 
possible. Otherwise physical and accidental factors— 
available labour, floor-space, army needs, willingness of a 
particular manager to accept an order or expiration of a 
contract just when facilities for the production of a new 
product were badly necded—largely determined pro- 
duction policy. 

And yet, it is also clear that underlying this apparent 
confusion there was a strong pattern around which action 
tended to organize. There was probably no one move in 
the conversion from peace to war which followed exactly 
the theoretical rules of decentralized management. But 
there were also very few, as our skctch shows, which did 
not obtain their tenor, their direction and thcir effcctive- 
ness from the principles of decentralization. It was 
preciscly because General Motors had such a definite 
concept that it did not have to be pedantic about its 
realization but could let each man work his own best way, 
Ict cach situation resolve itsclf according to its own logic. 
In other words, while no one rule of decentralization was 
fully or literally observed and realized, the pattern was 
always there. And while the success of Gencral Motors 
conversion to war is not traceable to any one rule of 
decentralization, the company could not have done what 
it did in the way it did it, without the pattern, the concept, 
the principles of decentralization. 

It should be emphasized that, so far, we have been 
concerned only with decentralization in its original and 
narrowest application as the basis for the relations 
between central management and divisional managers; 
and our conclusions apply exclusively to this one, rather 
special application. In the next two sections as well as in a 
later chapter, we shall discuss the application of the 
principle of decentralization to other spheres of industrial 
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order: to the relations between the producer and the 
distributors of his product, to the relations between 
managerial personnel within the divisions, and to labour 
relations; and we may well find a very different situation 
then. But within these hmits, that 1s as a concept of 
industrial order on the level of management, our con- 
clusion would be that General Motors realizes its concept 
of decentralization sufficiently to obtain from it an over-all] 
pattern of behaviour and a basis for the succcssful solution 
of the most difficult concrete problems of economic life. 


Unsolved Problems 


How successful decentralization is we have just scen. 
But how valid is it? Does it actually give an answer to the 
problems of institutional order: the supply and deveclop- 
ment of leaders; the orderly succession in top management 
without dependence on geniuses or wars of succession; the 
formulation of a policy flexible cnough to cope with 
concrete problems, fixed enough to serve as a guide; the 
development of objective, impersonal yard-sticks of policy 
and performance? 

Our analysis maintains that decentralization gives 
General Motors a clear policy and a definite organ for 
policy decisions. Yct the rules apparently never become 
an end in themselves so that policy remains the servant of 
corporate purpose instead of degenerating into its master. 
The policies of Gencral Motors aim at climinating 
arbitrary whims and dictatorial dicta in management 
relations and at substituting instead a spirit of team work 
without, however, cver abandoning order and authority. 
They tend to put all authority under the objective control 
of an impersonal law—the objective yard-sticks—but 
thereby should make authority only stronger and more 
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legitimate. This should result in a genuine federation in 
which authority is based on function instead of on rank, 
and in which decisions are based on the impersonal 
criterion of a supreme law rathcr than on power. This also 
should create the conditions under which a genuine esprit 
de corps can develop which leads executives to accept the 
good of the corporation as their own good and goal, and 
which works that change in a man that makes him bring 
more out of himself than he really has. 

Above all the General Motors policies successfully 
establish a functioning corporate government. As the top 
management of the corporation consists of five men of 
almost equal authority, there should be a continuity; 
succession should be a proccss of gradual co-option of the 
ranking executives rather than an abrupt change of 
command and of policy. The samc holds true by and large 
of other managerial positions. There are always enough 
people available who are familiar with the work. Their 
records are clear cnough and based on a yard-stick of 
achicvement so that selection can be an impersonal and 
rational process rather than a civil war. The team-work 
organization of management, the assistance rendered by 
the service staffs, and the constant check against base 
price, market quota and consumcr’s opinion, make it 
possible for ordinary human beings to run this enormous 
machine. 

All of this must be read with the reservation in mind that 
actual performance is only an approximation to theoretical 
potential. Yet even if decentralization were completely 
realized, it still would fail to solve two big problems and to 
satisfy two basic needs of the corporation as an institution: 
(a) the conversion of the specialist needed at the lower 
levels into the leader with a general outlook and education 
needed at the top; (b) the breaking of the isolation in 
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which the top executives of any big organization live 
inevitably, and which endangers the survival and 
efficiency of an institution which, like the corporation, has 
to live and to function in society. Both are problems of 
creating and training those rarest of all human qualities, 
imagination and understanding. And decentralization, 
being concerned with organization, cannot, by its very 
nature, provide something as unorganizable as imagination 
or understanding. 

As for the problem of leadership-education, there are 
apparently a good many different ways in which it might 
be attacked. In the first place—and that is the approach 
of some of the senior men—it might be argued that 
people should never be allowed to become specialists 
confined to the knowledge of one field. At least, the man 
with leadership ability should be separated at a very early 
stage from the man with special skill and talent. While the 
latter should be allowed and even encouraged to specialize 
in his skill or in one type of research, the former should be 
systematically trained to understand and comprehend the 
whole rather than one particular part. Thus, right from 
the start—beginning with the foreman—men of executive 
ability should be transferred systematically from manu- 
facturing departments to sales or personnel departments, 
from work as a draftsman to work as a foreman, etc. They 
should not be given any executive position, not even a 
junior one, until they have worked in a good many 
departments of the business—a plan actually followed in 
one of the major accessory divisions of Gencral Motors. 
That process of all-around training should continue right 
through, partly by planning vacations so that the sub- 
stitutes of a man on Icave would always be taken from 
another department, partly by an intelligent system 
of promotion under which a man would be advanced 
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according to the type of experience he needs rather 
than to the type of experience he has had. 

Following a similar line there are more ambitious 
proposals to use certain staff services of the corporation 
especially for the general over-all education of promising 
young men. There are several services which, by the very 
nature of their work, always have to see the business as a 
whole, and which must deal, at least in an elementary 
fashion, with all its aspects. Thus even a subordinate in 
these staffs obtains a view of the whole and a general 
acquaintance with all its main phases. This applies 
particularly to Public Relations, Customer Rescarch and 
Labour Relations, all of which, while themselves special 
ficlds employing special techniques, focus on Gencral 
Motors rather than on one division or onc department. 
Hence the proposal to use these—and perhaps similar 
service staffs—as a training school; instead of recruiting 
their own permancnt personnel from the outside, those 
staffs would accept able young men from the divisions for a 
few years’ service in rotation. 

A different approach is favoured by other exccutives 
who maintain that specialization in the beginning is not 
only necessary but wholesome, and that the young and 
inexpericnced employee does not possess the maturity 
necessary for a general cducation. What is needed 
according to this vicw 1s a hberal education at a com- 
paratively advanced level and mature age. Representative 
of this approach: is the suggestion of one of the senior men 
in General Motors’ personne] management to run at 
Gencral Motors Institute (a large enginecring and adult- 
education school maintained by the company in Flint, 
Michigan) a one- or two-year programme for promising 
junior exccutives between twenty-five and thirty-five years 
of age, similar to the Niemann fellowships for journalists at 
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Harvard University. During this fellowship-period the 
employee would receive the same salary as in his last job. 
He would be free to choose his subjects and he would be 
offcred the chance to work under the best men from major 
universities and from industry, who would be invited for a 
year or two to join the faculty of General Motors Institute 
as visiting professors. This idea seems to be widely 
supported—though there is apparently a split between 
those who, following the Nicmann plan, advocate that 
emphasis during this period should not be on engincering, 
manufacturing or other technical subjects, but on govern- 
ment, history, economics, philosophy and perhaps even 
on the arts, that is, on the basic subjects of a liberal 
education, and those who favour a post-graduate course in 
business management and production. 

It should be clear from this lst of some of the ideas 
which are being discussed within General Motors that the 
question of specialist versus generally educated person 1s 
not a problem that is unique to the big-business cor- 
poration. It 1s part of the debate on vocational versus 
liberal education that has been agitating the educational 
world for a long time. It may well be easier to solve this 
basic problem of modern education within an institution 
like General Motors than in formal education. 


The second problem, that of breaking the invisible 
isolation of the corporation cxccutive, 1s much more 
difficult. The executive of a big business affects society by 
every one of his moves and 1s affected by it. Yet he 
inevitably lives in an artificial environment and almost as 
isolated as if he were in a monastcry. This isolation is 
necessary. The executive of a big corporation—like the 
executive of any big organization—is too busy to see people 
except on business. Problems have to be presented to him 
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in a form which allows him to act, that is, stripped of 
everything not pertaining to the business of the moment. 
His contacts outside of business tend to be limited to 
people of the same sct, if not to people working for the 
same organization. The demand that there be no compet- 
ing outside interest and Joyalty applics to the corporation 
executive as it docs to the army officer. Hence executive 
life not only breeds a parochialism of the imagination 
comparable to the ‘“‘military mind” but places a consider- 
able premium on it. 

In our present-day society this isolation is emphasized 
far beyond the necessary. It is, for instance, made 
practically impossible for the corporation executive to find 
out anything about the ideas, concerns, approach and 
mentality of Jabour in his frequent contacts with union 
leaders-—or for union leaders to find out anything about 
management and managers. For those two never meet 
except as antagonists trying to defeat each other: social 
and legal conventions—certain provisions of the Wagner 
Act, for instance—deercee that their contacts be confined to 
the extraordinary: the conflict situation, rather than to the 
normal day-to-day relationships. Similarly, social con- 
vention has decreed a relationship between corporation 
exccutives and government which makes it most difficult 
for both to get to understand each other and to acquire the 
Imagination to sce cach other's motives, approaches and 
actions. Even though the great majority of businessmen 
working in Washington for the war effort hated their 
government jobs as much as most of the other “‘temporary 
bureaucrats’, they seem to be almost unanimous in their 
conclusion that their war service has given them a new 
understanding of government and politics; and there 
seems to be substantial agreement among these men that a 
period of work in and for the government should be part of 
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the regular education of the young business executive. 
But while the isolation of the cxecutive of the large 
corporation can be lessened, a certain—and considerable 
—amount of mental parochialism is essential for the 
discharge of his duties. 

Yet this parochialism of the executive imagination is also 
very dangerous for the corporation. A corporation lives in 
society. Yet, the isolated executive cannot know— 
because he cannot imagine—what the effect of his action 
will be. He can know only the arguments that arc 
relevant to his job and to his environment. Nobody can 
see except from his own point of view; and the executive's 
angle of vision must be a narrow one for him to be 
effective. The fact that other people in other positions 
have another point of view may not only escape the 
corporation executive. It may even be incomprchensible 
to him. He may know that every action of the socicty 
outside affects the corporation and its very survival as an 
efficient producer: the action and reaction of consumers, 
of labour, of voters, etc. But the isolated exccutive has no 
means of understanding why the outside world acts nor 
of foretelling how it will act.* Surveys, straw votes and 
other techniques are not the answer; for what is needed is 
not “facts” but an ability to sce the facts as others sec 
them. 

The parochialism of the military imagination inspired 
Clemenceau’s cpigram that war 1s too important to be 
entrusted to the generals. Yet neither Clemenceau nor 
anybody clse has been able to fight a war without entrust- 
ing it to the gencrals, that is to trained military executives. 


* A very good example of this is the inability of most American 
dustrial executives to understand that Franklin D Roosevelt would 
be re-elected in the presidential elections of 1936, 1940 and 1944 or why, 
another one, the inability of Henry Ford to conceive that ‘‘his’’ workers 
could possibly vote for a union 
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Industrial production is also too important to be entrusted 
to men of parochial imagination, and yct has to be 
entrusted to men inevitably lable to it, namely the 
trained industrial cxccutive. It is idle to suggest, as does 
Clemenceau’s epigram, that the question can be solved by 
a change of cxecutives or of the rules under which they are 
being selected. Whoever works in a big organization, 
especially at or near the top, will inevitably be bounded by 
it wherever he comes from. Hence the question is how can 
the corporation give its management the imagination, the 
understanding of the outside point of vicw, of the public’s 
(consumers, workers, voters, government) imagination 
and of the limits thercof.* 

This problem is not caused by bigness; it exists in every 
organization. But in a large organization it has to be 
solved by special means whereas it takes care of itself—by 
and large—in a small business. Just as the specialist in a 
small business can not help knowing what goes on in other 
departments, the executive na small business can not help 
knowing what gocs on outside his business. In addition 
the small, and even the medium-sized, business has in the 
Board of Directors an organ which, if properly organized, 
can supply the ¢xecutive with an understanding of the 
reasoning, points of view and reactions of outside groups 
particularly important to the business, such as stock- 
holders, bankers, community leaders and major customers. 

In the large corporation, the automatic contact with the 
outside world is lacking almost entirely and by necessity. 
The Board of Directors cannot function as it does in a 


* Necdless to say, all this apples to any large-scale organization. We 
have mentioned the problem of the ‘‘military mind’ But when Con- 
gress in 1943 revolted against the “‘professors’’ in the government’s 
economic control agencies such as the Office of Price Control, it really 
revolted against the predominance of the ‘academic mind’”’ and its 
inability to :magine and understand economic problems as business and 
the public see them. 
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small business. The control of a large corporation is such a 
complcx job and requircs such constant attention that the 
outside Board member, who has his own affairs to look 
after, can know very little about the business—too little on 
the whole to be useful as an outsider. And the full-time 
Board member is simply another executive of the cor- 
poration. There have been many proposals of latc to 
‘restore’ the lost function of the Board of Directors by 
adding to it members representing the government, the 
public, labour, and the consumcr. In some cases such 
moves would have merit; representatives of the main 
shippers on the board of a railway, of the community on 
that of a public utility, of the medical profession on that of 
a pharmaccutical house, should have a good deal to 
contribute. But on the whole the solution docs not seem to 
lic in reforming the Board of Directors. In the first place, 
imagination is needed far more constantly, far more 
systematically and far more generally throughout the 
business than could be supplied by a Board small cnough 
to be workable. Sccondly, the imagination has to be 
supplicd in connection with concrete problems and 
concrete situations to be usable; otherwise it 1s just pious 
phrascemaking. And an outside director in a_ large 
corporation cannot know enough to be specific; he must 
remain a figurehead.* Hence Gencral Motors’ decision 
not to clutter up the Board of Directors with outside 
members but to restrict it by and large to top executives of 
the company, former top cxecutives now retired and top 
executives of the Du Pont Company which owns a 


* The complete futility of the labour members which were appointed 
to the Boards of Directors under the corporation law of Republican 
Germany shows very clearly that 1n the modern large corporation, board 
membership by itself is pretty useless both for the corporation and for 
the group represented unless it 1s coupled with a detailed knowledge of 
the business which the outside board member simply cannot possess. 
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controlling interest in General Motors, is probably wise. 
But, of course, while this makes the Board of Directors 
usable as part of the executive organization, it does 
nothing to break the isolation of the executives. 

To say that General Motors has worked out ways to 
solve this problem would be a gross exaggeration. Even to 
say that its management as a whole realizes the 1m- 
portance of finding a solution would be to claim too much. 
Awareness of the problem, even of its existence, is by no 
means gencral; and it 1s, of course, Icast understood where 
the isolation is the greatest, that is among the executives 
primarily engaged in technical or production jobs. Yet, 
the corporation has found workable solutions in specific 
areas where the danger of isolation was particularly 
obvious and concrete. And it is now engaged in evolving a 
long-term programme of bringing an understanding of the 
viewpoint, reaction and approach of the outside world to 
the executives. 

There are three fields in which General Motors has 
developed specific instruments to break the imaginative 
isolation of the corporation executive: customer relations, 
dealer relations and—still very much in its infancy— 
community relations in its plant cities. 

The oldest and most generally accepted of these 1s 
customer relations as organized in the Customer Research 
staff. What makes it so effective is that the concrete 
importance of its findings 1s clear to everybody. The 
customer’s reasons, reactions and viewpoints determine 
whether he will buy a General Motors car. Normally it 1s 
very difficult to convince people that things and factors are 
relevant to others when they are irrelevant to them; and 
Customer Research has had plenty of difficulties with its 
basic contention that the public’s beliefs, habits, idiosyn- 
cracics or even fallacies are as much a “‘fact’” as the 
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cngincer’s figures. But because it is so obvious that the 
engineer’s job and the prosperity of his business depend 
fully as much on the public’s acceptance of the enginccr’s 
product as on the enginecr’s being right, Customer 
Research makes immediate sense—though its general 
acceptance to-day is due as much to the quality of its work 
as to the soundness of the concept. Customer Research is 
an organ which intentionally, systematically and con- 
tinuously supplies the customer’s point of view to manage- 
ment, and which enables the designer, engineer, 
production man and salesman to see himself and his work 
as others see it. 

A similar end is aimed at with very different means in 
the organization which trics to give the exccutive an 
understanding of the dealer's point of view and concerns. 
This organization, which will be discussed in detau in the 
next section, consists of two independent bodies: a Dealer 
Relations Council composcd of representative dealers who 
meet regularly with the company’s top executives; and the 
Motors Holding Division, a division of General Motors, 
which 1s actually itsclfin the dealership business on a large 
scale, grubstaking several hundred dealers all over the 
country. Through these two bodies—the one working 
mainly with central management, the other mainly with 
the sales executives of the divisions—-the company reccives 
all the time, a knowledge, 1f not an understanding, of the 
dealer’s position, concerns, problems, points of view and 
prejudices. 

The gains resulting from an understanding of the views 
and reactions of the community in which a plant is 
situated and in which its cmployccs live, are in the long 
run as important as the gains to be derived from under- 
standing cither consumers or dealers. But they are not as 
immediate and concrete. Also, community relations have 
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to be organized on a community basis, that is around 
divisional or plant managers which always takes more time 
than sctting up a staff in the central office. Hence so far 
community rclations have been organized really success- 
fully only in one of the many major industrial centres in 
which General Motors operates—Dayton, Ohio. This is 
gencrally admittcd to be but the beginning of a determined 
attempt to give divisional and plant managers an under- 
standing of the community they operate in—and at the 
same time to give the community an understanding of the 
problems, approaches, concerns and views of the division 
or plant. 

The plant-city committee in Dayton represents all the 
important industries in the city. But in concept and 
organization, it is a projection of the “Sloan meetings” in 
Detroit. In addition to the top men of the local plants, the 
Dayton plant-city committce comprises local leaders from 
all walks of life; city officials, religious and educational 
leaders, union officials, businessmen, newspaper editors, 
etc. It discusses industrial problems and decisions which 
affect the life of the community or community problems 
which affect the plants, such as housing, employment, 
traffic regulations, city planning, location of industrics, 
labour supply and wages. 

Contrasted with these attempts to solve specific pro- 
blems of the imagination in specific areas by specific 
techniques, there is the proposal for an over-all and 
general programme of public relations to supply an 
understanding of the outside to the Gencral Motors 
executives. This proposal is a logical result of the evolution 
of General Motors’ concept of public relations. 

To the general public “‘public relations” means publicity 
—esscntially an extension of advertising from advertising a 
product to advertising its producer. And the term “‘public 
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relations’ has thus acquired a rather unfavourable 
connotation of ballyhoo, press agentry, propaganda and 
white-washing. Undoubtedly General Motors also uses its 
public relations department for these things; but it has 
been slowly realized that the emphasis should be on 
acquainting the broad public with the problems of General 
Motors rather than on convincing it of the company’s 
virtues and achievements. This approach logically Ied to 
the realization that to reach the public with its problems, 
Gencral Motors must understand the public’s problems 
first. 

Every major decision of a great corporation affects the 
public somchow, as workcrs, consumers, citizens; hence 
the public will react consciously or subconsciously to every 
move the company makes. On this reaction depends, 
however, the effectiveness of the company’s decision to no 
small cxtent—simply another way of saying that any 
corporation lives in society. Hence the effectiveness of the 
exccutive’s decision depends not only on his understanding 
the problems of his business and the mentality of his 
associates but on his understanding the public attitude to 
his problems—both, what the public believes, and why. 
He may disagree with the public; but he must first 
understand why it holds views that seem so radically and 
foolishly wrong to him. Hence the programme of public 
relations is to give both central office and divisional 
executive a knowledge of public attitudes and beliefs and 
an understanding of the reasons behind them. 

So far, plans are being made for work in the areas of 
labour relations, plant-city relations and gencral public 
relations. The programme is still in an carly stage; and 
techniqucs have yet to be workcd out and organizations to 
be set up. Also, it is perhaps not generally understood 
within Gencral Motors’ management that the main 


98 BIG BUSINESS 


purpose of such a programme is not tell the public but to 
listen to it—just as Customer Rescarch did not start out to 
educate the public but to educate the corporation. If 
successful, the programme would go a long way towards 
eliminating the dangers inherent in the inevitable isolation 
of the executive in a large organization. 

Our conclusion would thus be that in decentralization 
General Motors possesses a concept adequate to the 
solution of its own chicf institutional problems—with the 
exception of those problems of understanding and 
imagination which require special solutions. We should, 
however, mention one major reservation: it is highly 
questionable whether decentralization could be used 
successfully even for relations such as those between the 
divisional managers and central management in Gencral 
Motors, were the present trend towards governmental 
centralization to continue. We have seen that the in- 
sistence of the United Automobile Workers Union on one 
labour contract for the whole of General Motors has made 
necessary a centralization of labour relations. There may 
be even further enforced centralization in this field with 
the labour contract negotiated on an industry-wide basis 
which would make impossible whatever local autonomy in 
labour matters there still i... We have mentioned that the 
inevitable effects of the war: concentration of all orders in 
the hands of the government, centralization of raw 
materials, price and labour controls in) Washington, 
severely limited the scope of decentralization. De- 
centralization, which aims at the maximum autonomy 
and self-government of the local producing unit, could not 
operate were consumption, credit, raw matenals and 
labour organized on a centralized basis, whether the 
controls be governmental, a cartel, or “one big union’, 
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THE SMALL BusINEss PARTNER 


IN many respects the automobile dealer is the prototype of 
the independent small business man. His business is usually 
large cnough to lift him out of the “tradesman” class. 
Few automobile dealers operate on a capital investment of 
less than $15,000; and in many a small town the leading 
car dealer is the Jargest independent businessman. 
Yet very few dealerships go beyond the range of small or 
medium-sized business—at least in terms of capital 
investment if not always in terms of profits. 

The dealer's functions cover a broad range. He sells one 
commodity: new cars. He also sells another commodity, 
partly competing with, partly complementary to, new 
cars: used cars. In connection with these two interrelated 
merchandising businesses he runs an agency for a finance 
company and one for an automobile insurance company. 
Finally, he often—partic ularly in smaller places—-combines 
his merchandising business with a repair shop which offers 
mechanical services to the public. There can thus hardly be 
any phase or any problem of small-business operations which 
is not encountered regularly in automobile dealerships. 

At the same time the automobile dealer is a very unrep- 
resentative small businessman im one respect, the extent 
and severity of the potential conflicts between his interests 
and those of his big-business partner, the automobile 
manufacturer. The dealer is tied to the manufacturer. Un- 
like the grocer he cannot scll competing brands of the 
same products but is confined to onc make. Yet he has ab- 
solutely no control over cost and very little over the price of 
the product or over the manner in which it is offered for 
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sale. The dealer invests his own capital and stakes his own 
economic future on the manufacturer’s product and on its 
ability to attract the public. 

The dependence of the dealer is heightened by the fact 
that to the dealer his right to sell a particular brand of cars 
is necessarily his main business asset. He talks of the 
agreement which gives him this right as his “‘franchise”—a 
term which carrics with it the implication of a vested right 
which can be taken away only under ‘due process” and 
“just compensation”. To the automobile company the 
agreement can, however, never be anything but a “selling 
agreement” (which 1s what it is legally) that is, a grant of 
agency, freely made for a limited period, revocable under 
conditions laid down by the manufacturer, and renewable 
only at the manufacturer’s pleasure. To the dealer, the 
“franchise” is capital, “his” capital; but the manufacturer 
cannot admit that the dealer has any right to the “‘selling 
agreement” nor can he allow the dealer to sell] or transfer 
this agreement as ifit were his property. In other words, to 
stay in business the dealer must succeed in holding on to 
his “franchise”? while the manufacturer in order to stay in 
business must be able to cancel his ‘“‘sclling agreement”’. 

This situation in itself, while explosive, would not be 
unusual. What gives it its unique character is the fact that 
—to put it sweepingly—the car manufacturer and the 
dealer, while tied to cach other, are not necessarily in the 
same business and may occasionally even regard them- 
sclves as engaged in compcting businesses. The immediate 
interest of the car manufacturer, his business and the 
source of his profits, are new-car sales. But the dealer, 
however, unwillingly, 1s primarily a seller of used cars. In 
the last pre-war years he had to sell an avcrage of two- 
and-a-half used cars in order to be able to sell one new car. 
Conditions are different now, in the immediate post-war 
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period, with the automotive reserves of the nation 
exhausted. But aftcr a transition period we can expcct the 
new-car markct to become again predominantly a re- 
placement markct as it had been from 1930 to 1941. A 
considerable expansion in total automobile owncrship 
would result only from major changes in highway con- 
struction and city layout. Unless the total number of cars 
in use increases sharply the automobile dealer’s business in 
new Cars will again depend on his success in selling used cars. 

This may lead to a situation—by no means uncommon 
in normal times—where, in order to scll a new car, the 
dealer has to take a Joss on the used car he reccives in part 
payment; he will allow for it more than he can sell it for. 
In order to sell this used car he will again take a loss on the 
car traded in against it and so forth. On that part of his 
business which accounts for about seventy per cent of his 
turnover—the used-car business—the dealer must take a 
loss in order to maintain the quantitatively less important 
new-car business. This means that the dealer’s profit 
depends on his ability to keep the losses on seventy per cent 
of his sales below the profit he makcs on thirty per cent of 
his business in the form of a commission on new Car sales.* 
How slender this margin is, is shown by the experience of 
General Motors dealers, who, in a reasonably good pre- 
war year, lost cighty-seven cents out of cvery dollar 
received as gross profit on new-car sales in selling used 
cars. 

This way of drawing the picture presents the accounting 
convention rather than the cconomic reality of the auto- 


* This assumes that his overhead costs are carried by the income from 
his service department, the commission he receives as financing and 
insurance agent, etc It also assumes that the dealer does not add a 
hidden charge to the new-car price—the practice known as ‘‘packing’’. 
But while in actual practice these assumptions are rarely completely 
realized, the necessary qualifications would not alter the basic picture. 
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mobile business. Yet it is true that the main factor in 
dealer profits is the ratio of used-cars losses to new-car 
profit. This in turn means that the dealer’s main chance 
for higher profits lies in lowering used-car losses, his main 
danger in an increase in these losses. This applies parti- 
cularly as the number of used cars that had to be sold to 
sell a new car had been steadily increasing right up to the 
war. The dealer will lose if the number of new cars put on 
the market increases beyond the capacity of the used-car 
markct to absorb the proportionate number of trade-ins; 
for that, at once, increases the loss on used-car deals. He 
will gain if the number of new cars available is just a little 
less than the corresponding used-car market capacity; for 
that will push up the prices at which he can sell a used car 
and keep down the price at which he can buy it. In other 
words the dealer 1s much more interested in the margin of 
profit or loss than in the absolute number of new-car sales. 
This explains the paradoxical fact that many dealers 
made more money than they ever made before during the 
war years when there were no new cars, but also no losses 
on used-car sales, 

The profit of the manufacturer, however—at least the 
immediate profit—depends exclusively upon new-car 
sales. The more he sells the higher his profit. In terms of 
immediate results— and this is the criterion by which sales 
managers usually go and on which they themselves are 
usually judged and paid—the dealer’s loss 1s the manu- 
facturer’s gain. The higher the allowance which the dealer 
makes for “tradc-ins’’, the more new cars he will be able to 
sell. ‘There is thus a real conflict between the immediate 
interest of the dealer and the immcdiate interest of the 
manufacturer. And it is in relation to this conflict that the 
franchise assumes importance. For it enables the manu- 
facturer to impose his interest on the dealer. 
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From the point of the dealer it is his right to sell new cars 
which is the foundation of his business. Without it his 
capital equipment is not of much value. Above all, the 
dealer’s work and effort, the intangible but most important 
asset of the “‘good will of the going concern”, 1s not 
embodied in something he can take with him, sell or 
bequeath, but in a better market and a better reputation 
for his product, that is in something that goes with the 
franchise. Loss of the franchise 1s a severe loss; mainten- 
ance of the franchise a first consideration. From_ the 
manufacturer's point of view the franchise is only a selling 
agreement which gives the dealer no title. The franchise of 
the dealers of some of the largest-selling cars can even 
to-dav be cancelled on short notice and without stated 
cause. 

The manufacturer's view of the franchise is amply 
justified. The right to sell one’s product exclusively is a 
unilateral grant of privilege and must be revocable. But 
the ambiguity in the economic meaning of the franchise 
puts the dealer into the power of the manufacturer who 
possesses a strong advantage in the threat of cancelling the 
franchise. In a situation where there is a latent conflict as 
there is in the dealer-manufacturer relation, such a one- 
sided distribution of power must, unless counter-balanced, 
lead to an abuse of power. Even if the sales manager wants 
to be fair, he will find it difficult to resist the temptation to 
use the threat of cancellation to prod the dealer into that 
high-pressure selling of new cars which leads immediately 
to higher losses on used-car deals. 

It will be said that this is a description of what might 
happen in extreme cases rather than one of actual 
conditions. But not so many years ago—in the mid- 
thirties for instance—it happened only too often, at least in 
years of lagging new-car sales. 
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Such a conflict is dangerous socially as is every conflict 
between big and small busincss in the modern industrial 
society. But it 1s also very bad business for the manu- 
facturecr. A good and loyal dealer organization is as impor- 
tant for the success of an automobile company as a good 
product; and good dealers are hard to get. In its attempts 
to climinate the latent conflict between manufacturer and 
dealer General Motors was certainly conscious of the 
broader, social implications of the situation. But above all 
the problem of fair and satisfactory dealcr-rclations is a 
problem of the cfficient functioning, success and survival of 
the company itse]f{—as much as the problem of leadership- 
training for instance. The dealer-policics of General 
Motors thus aim at making the company a_ better 
organized, more successful and stabler producer. They 
also aim at making Gencral Motors a better citizen; but 
that is a secondary rathcr than the primary purpose. 


Dealer Poltctes 


The dealer-policies of General Motors fall into three 
categories: (1) Strengthening of the dealer's hold on the 
franchise including the erection of safeguards against 
excessive pressure on the dealer by the company’s sales 
staffs; (2) Strengthening of the dealer’s economic position 
through increasing his efficiency and helping him to keep 
down used-car losses; (3) Finally—the arch stone of 
dealer-manufacturcr relations—the resolution of the latent 
conflict over immediate profits in the common long-term 
interest of dealer and manufacturer in a healthy auto- 
mobile market. The short-term conflict still exists 
potentially; but wherever it threatens to become actual it 
can be settled in the best long-term interest of both parties. 

Into the first category fall the changes in the General 
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Motors dealer contract which eliminate arbitrary or 
sudden cancellations of the franchise. During its duration 
—the current contract 1s for two years from the delivery of 
the first post-war cars—the franchise can be cancelled only 
for cause and at three month’s notice. The actions or 
omissions on the dealer’s part which constitute cause for 
cancellation are expressly enumerated in the agreement. 
Before the franchise can be cancelled, the manufacturer, 
in the person of his regional or zone sales manager, will 
give the dealer a fair warning. Canccllation is not left to 
the regional or zone sales manager. However strong the 
case against the dealer, the internal rules of the company 
provide that it must always be submitted to the gencral 
sales manager of the division for which the dealcr works— 
both to insure uniformity and to eliminate the influence of 
personal animositics. In addition the company is bound to 
repurchase a dealer’s stock and to share in the expenses of 
his lease in the event of a cancellation of his franchise. 

While the dealer is thus protected during the period of 
his contract he has no Iegal claim to a renewal of his 
franchise; nor can the manufacturer give him such a right 
without losing control over the distribution of his products. 
This is clearly understood by the dealer. Also, the 
question of renewal scems to be a much less pressing one 
than that of cancellation—pcerhaps because renewal- 
negotiations can be carried on in cool blood and over a 
longer period, whereas cancellations used to be made 
under the nervous strain of a selling campaign. But while 
most franchises will be rencwed as a mattcr of course, it 1s 
in the interest of both dealer and manufacturcr to lay down 
definite rules and to exclude arbitrary and high-handed 
methods. 

Thus another internal General Motors rule: every 
decision not to renew a franchise must be passed on by the 
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general sales manager of the division. It must be based 
upon a recommendation of the regional or zone sales 
manager and upon definite reasons. The regional or zone 
sales manager Is expected to have served a formal warning 
on the dealcr, and to have given him a chance to mend his 
ways. In addition General Motors in a case of non- 
renewal has the same obligation to repurchase the stock 
and to sharc in the lease of the dealer as if it had cancelled 
the franchise. 

These rules should take care of the routine. But there 
always remain a few cases where there is a genuine 
disagreement on the interpretation of the rules, and others 
in which they may be abused. Though numerically not 
important, such cases might produce a great deal of 
friction and of bad will; above all they might leave the 
dealer with the feeling that the rules are hypocritical and 
that the manufacturer tacitly tolcrates or even encourages 
practices which he officially forbids. 

Hence, mn 1938, General Motors provided an administra- 
tive appeals board to which dealers can take recourse 
when they feel that they have been wronged by the 
divisional sales managers. This body—its official name js 
the Dealer Relations Board—consists of the four highest- 
ranking officers of the company none of whom has any 
direct. concern with, or responsibility for, sales. Any 
dealer can appeal to it, though the board may refuse to 
hear trivial disputes. The appeal is decided without 
charge to the dealer. proceedings are informal, and the 
verdict is given within thirty days—provisions patterned 
after those of the quais-judicial review bodics of the 
Federal government. In its seven years of cxistcnce the 
board has been appealed to only sixty-seven times, mostly 
over the cancellation or non-renewal of franchises. Its real 
importance lies, however, not in the cases in which its 
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decision has been invoked but in the cases—number 
unknown but believed considerable—in which the very 
fact of its existence has brought about agreement between 
dealer and sales manager. It has led sales managers to 
adhere to the rules; for no sales manager likes to be 
disavowed by the top officials of the company. It has 
convinced the dealers, who apparently were quite 
sceptical at first, that they are protected against arbitrary 
decisions and against an abuse of the sales manager’s 
power to cancel the franchise or to refuse its renewal. 

These policies of General Motors have largely removed 
the franchise as a source of friction from dealer-manu- 
facturer relations. One point remains that cannot be 
covered by general rules—the safeguarding of the dealer’s 
interests in the event of his death or retirement. A 
successful dealer undoubtedly feels rightly or wrongly that 
he has added greatly to the value of the franchise—not by 
building up equipment but by building up good-will. 
The value of his business will be considerably greater than 
the value of his tangible assets; of his profits only a small 
part will be attributable to his tangible investment, the 
larger part will be a return on effort expended and on 
reputation built up. Yet the dealer’s legal title is confined 
to the tangible assets which alone he can sell or bequeath. 
And no automobile manufacturer—-whether a_ private 
corporation or a state-owned automobile trust—could 
recognize a vested or hereditary title to dealership. 

The Gencral Motors solution for the problem is to make 
it part of the sales managcer’s duty to safeguard the dealer’s 
extra-legal and cxtra-contractual equity as much as 
possible. If a dealer dies his son will be confirmed in the 
dealership if he has the necessary qualifications; to make 
this possible some of the divisions offer training courscs for 
the sons of dealers. If the son does not want to carry on or 
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is not qualified—or if there is no son—the regional or zone 
sales manager will try to find a qualified buycr for the 
business who, in taking over the dealership, will pay a fair 
price for the going business of his predecessor. Thc same 
applics if a dealer wants to retire. General Motors is under 
no legal—probably not even under a moral—obligation to 
recognize the equity of the heirs or of the retiring dealer. 
The franchise has lapsed with the death of the dealer; and 
as the dealer docs not own it he cannot sell it upon 
retirement. But in actual practice the unquestioned right 
of the manufacturer is subordinated to the interest of the 
dealer wherever possible. General Motors is even willing 
to provide acceptable candidates for a dealership with the 
capital to buy out a dealer who wants to retire or the heirs 
of a dead dealer. 

I have heard it said by some Gencral Motors officials 
that this method of recognizing the undefinable stake of an 
old and successful dealer in the value of the franchise, 1s 
paternalistic, dependent on the company’s good-will and 
not, therefore, a permanent solution of a real problem. 
But the problem of the invisible and intangible improve- 
ment made to the property by a faithful lessee or tenant, 
though antcdating the automobile business by several 
thousand years, has never been adequately solved. The 
only guarantee of an adequate performance is the fact that 
of all the problems arising out of the franchise, this 1s the 
one in which the dealer’s interest is Icast likely to clash 
with that of the sales manager. The sales manager risks 
nothing by recognizing the moral title of the dealer, and 
he stands to gain a great deal in good-will, confidence and 
loyalty. 

The roots of the potential conflict between manu- 
facturer and dealer lic in the used-car losses. To build up 
the dealer’s efficiency and his economic position General 
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Motors concerns itself almost as much with the used-car 
market as with the new-car market in which its own direct 
interests lie. Every zone or regional sales manager has a 
used-car specialist on his staff to advise and help the 
dealers. The sales manager watches carefully the dealers’ 
inventories of used cars and warns the dealers of any sign 
of congestion which might force used-car priccs down. 
The Chevrolct Division for example has built up an entire 
used-car sales organization parallel to its sales organization 
for new cars. It makes constant surveys of the used-car 
market and research studies of consumer preferences and 
aversions when buying used cars. When at one time it 
became difficult to scll cars of its strongest competitor at 
second-hand, Chevrolet diagnosed the trouble and found 
a way to overcome it. To the people within his organiza- 
tion who complaincd that it was Chevrolet’s job to sell its 
own Cars, not those of the competitors, the sales manager 
simply answered that to sell used competitive makes was 
onc of the ways to sell new Chevrolcts. 

Finally, General Motors has made concern for the uscd- 
car market one of the factors which decide its new-car 
production and sales policy. The company draws up each 
vear a production programme based on the best available 
analyses and forecasts of markct conditions. On the 
basis of this programme the salcs managers of the car 
divisions allot new-car saics quotas to individual dealers. 
One of the determining factors in this programme is the 
supply and price situation of the used-car markct and the 
outlook for the dealers. This means that, instead of 
relying on pressure, the sales manager can base his 
demands for salcs on a set of data which, while not 
infallible, are at least impersonal. 
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Harmony Out of Conflict 


Gencral Motors has realized that the dealer's intcrest, a 
healthy used-car market, 1s as much an interest of the 
corporation as the sales manager’s interest in new-car 
sales. New-car salcs determine the company’s profit for 
the current ycar. But the used-car market determines 
long-term prospects and profits. To put it in a different 
way, Gencral Motors has realized that it has not earned its 
profit on the car it just sold until the last in the chain of 
used-car buyers has paid his last instalment. This 
approach turns the policies described here from con- 
cessions to equity and dealer pressure into necessities of 
prosperity for the manufacturer. As soon as the sales 
manager himself measures his performance by the two- 
fold scale of current sales and used-car conditions, his 
intcrests parallel those of the dealer instead of clashing with 
them. 

Resolution of the potential conflict between dealer and 
manufacturer finds expression in two organizations in 
General Motors through which the dealer and his interests 
are represented in the company’s management: the 
Dealer Council and the Motors Holding Division. 

The Dealer Council is an advisory body which mects 
regularly with the senior officers of the company (meetings 
were suspended during the war). Now in its tenth year the 

Jouncil has a membership of thirty-six or forty-cight 
members organized in three or four panels. The members, 
usually holding office for two ycars, are selected to re- 
present a geographic cross-section of the country as well 
as a fair sample of typical conditions. While not delegates 
in the sense of being elected or nominated by the dealer- 
ship, they tend to regard themselves as representatives of 
the General Motors dealers in their territory, call meetings 
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of these dealers to report on their work and to hear 
criticism, suggestions and ideas. 

The Council brings before central management the 
views, problems and complaints of the dealers. Its 
discussions have ranged from technical questions of 
automobile design to merchandising and advertising 
techniques. In addition it was asked to review the whole 
problem of the franchise; the new franchise has largely 
grown out of its discussions. 

Compared to the Council which meets with considerable 
fanfare in the Chairman's office, the Motors Holding 
Division seems rather inconspicuous at first sight. Whereas 
the Council speaks on behalf of all 12,000 General Motor, 
dealers with a capita] investment of about $300,000,000, 
Motors Holding never has represented more than 300 
dealers; and the capital with which it operates has even 
in the busiest years remained below the ten-million mark. 
Nevertheless, it is more novel and more interesting an 
experiment than the Dealer Council. It may also have 
directly and indirectly contributed more to the solution of 
the dealer-manufacturcr problem. 

Motors Holding is an investment banker, advancing to 
qualified candidates for a General Motors dealership up to 
seventy-five per cent of total capital requirements. It 1s 
probably the only institution now operating in_ this 
country which successfully makes “character loans” of 
equity capital to small businesses. For this alone it 
deserves attention because the provisions of risk-bearing 
capital for small businesses is one of the greatest needs in 
our economy to-day. 

The immediate aim of Motors Holding is to help dealers. 
It advances capital to qualified purchasers of the business 
of a dead or ageing dealer. It grubstakes young men with 
drive and ability but with insufficient capital. It also 
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enables the car divisions to give the franchise to the best 
qualified rather than to the wealthicst candidate. In 
purpose and function it 1s comparable to other service 
staffs of Gencral Motors. Its value to the business does not 
lie in the profits it makes directly but in the greater 
profitability and efficiency of the units it serves. Motors 
Holding runs its business therefore on a basis which tends 
to limit its returns to a modcrate ‘ntcrest and service 
charge. The lion’s share of all profits goes to the dealer. 
In addition he alone benefits from any appreciation in the 
value of his business—usually the main source of profit in 
capital financing. He is not only entitled but compelled to 
buy Motors Holding’s share holdings in his business at 
cost and as fast as profits permit. How well Motors 
Holding has done its job can be seen fiom the fact that 
altogether 500 dealers have been sct up in business by its 
capital loans. At the time the war broke out about 300 
dealers were carried on the books with an average invest- 
ment of $25,000 to $30,000 per Ioan. 

Motors Holding has the right to dissolve the partnership 
by buying out an unsuccessful dealer. This has proved 
necessary only in one case out of twenty—a rate of success 
which compares very favourably with the expericnce of 
other forms of investment, and which goes far to prove the 
contention of the advocates of “‘character banking” that a 
man’s ability and integrity are better security than real 
estate or sharcs. Motors Holding thus proves two im- 
portant points: that risk capital can be supplied to small 
business—as against the assertion that in the modern 
economy small] business must choke for want of capital; 
and that the capital needs of big and small business do not 
conflict by necessity but may complement each other. 

Perhaps even more important ts the intangible result of 
Motors Holding’s operations. The division 1s an organ of 
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General Motors. Its capital funds come out of the 
company’s treasury. Its losses have to be borne by Gencral 
Motors. Its offices are in ‘he corporation’s central office. 
Yet its interests are the interests of the dealers—and not of 
that abstract thing “‘the average dealer’? but of three 
hundred concrete, live dealers selling General Motors cars 
under all kinds of conditions all over the country. Motors 
Holding is thus not primarily interested in the 
formulation of general policies, but in concrete issues of 
dealer-manufacturer relations which are likcly to affect 
its investment. If a sales manager’s actions and _ policies 
are prejudicial to the dealers’ interests and prosperity, 
Motors Holding will tackle the sales manager—not as an 
outsider appealing to cquity but as an organ of the 
company protecting a General Motors investment. The 
sales manager will be much more willing to accept Motors 
Holding as unbiased and as likely to be right than he 
would be to accept a dealer. Gencral Motors as a whole 
will also obtain a better and more sympathetic knowledge 
of the dealers’ problems and point of view from Motors 
Holding than from surveys or conferences. It is hard to 
say how egrcat the influcnce of Motors Holding has been 
in the development of the policies and practices through 
which the dealer-manufacturer conflict 1s being converted 
into a harmony of interests; for it has been mainly 
exercised through informal talks on specific issues. But 
that it has been a very considcrable factor in the solution 
of the dealer problem 1s certain. 

The relations between producer and dealer thus built 
up, represent an application of the principles of de- 
centralization to a problem that 1s very different indeed 
from those in connection with which decentralization was 
first developed. The original task of decentralization had 
been to establish divisional autonomy within an institution. 


114 BIG BUSINESS 


Applied to the dealers, decentralization was used to 
establish unity between independent businesses. This 
shows, or at least 1t indicates strongly, that decentralization 
is a general concept of industrial order—a concept of 
federalism as we called it earlier—rather than a mere 
administrative techniquc. 


The experience of General Motors shows clearly the 
gencral rules that apply to the resolution of any economic 
or social conflict in harmony. The mere will to get along 
is not enough; but it is neither possible nor desirable that 
one or cither party give up its self-interest. Harmony can 
always be achieved ifthere is at least onc area where the 
self-interest of the one is identical with the self-interest of 
the other. Then co-operation can be anchored in the joint 
pursuit of this common interest, to which the other and 
divergent interests can be subordinated. Starting with the 
agreement on the one area—for instance the long-term 
interest that General Motors and the dealer have in 
common—the understanding of each other's position on 
those issues where the interests are in conflict can be 
organized. General Motors’ experience proves again the 
old truth that a durable political structure is not one in 
which self-interest. 1s subordinated to altruism or vice 
versa, but one in which the two become one or at least are 
made to pull in parallel directions. 

Finally the organization of General Motors’ dealer 
relations is of general importance as an example of 
relations between big and small business. Nobody will 
deny that there is potential or actual conflict between Big 
Business and the small businesses connected with it as 
supplicrs, dealers, etc. The question 1s only whether 
harmony can be created. Hence the importance of 
General Motors’ attempt to solve the problem. 
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No other industry will have precisely the same problem 
of small business—big business relations as the automobile 
industry. To few other industries could these solutions be 
applied directly. But the general principles on which 
General Motors has solved the problem: federalism and 
the resolution of conflicts in harmony might well provide a 
model for a job that is still to be done in other branches of 
America’s economy. 


DECENTRALIZATION AS A MODEL? 


Our study secks to examine Gencral Motors primarily as a 
test of the achievements, problems and solutions of a free- 
enterprise system. 

The leaders of General Motors themselves regard their 
concept of decentralization not as a technique of top 
management but as a basic principle of the industrial 
order. Hence the question arises whether their corporation 
below the level of top management can be organized on 
the basis of decentralization with its objective yard- 
sticks. Secondly: even as a concept confined to top 
management there 1s the question of the general ap- 
plicability of decentralization to American industry. Thuis 
is particularly pertinent, as General Motors 15 basically 
different im structure from most other American cot- 
porations. It produces several hundred distinct finished 
products which are the result ofindependent though closely 
allied manufacturing processes. Also with a productive 
machine that 1s amazingly diversified in its products and 
processes, General Motors is integrated in actual operation, 
not only technically and financially but through producing 
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for one market. Out of this juxtaposition of unity and 
diversity, the General Motors policies doubtless have been 
developed; but how much validity do they have beyond 
the specific problem with which they were originally 
designed to deal? 

If decentralization 1s a valid concept of industrial order 
then the individual divisions within General Motors must 
be capable of being organized on and byit. Ifthe concept 
can be applied with fair success to organization within the 
divisions, it can be safely assumed to have universal 
applicability to, and validity for, Amcrican business in 
general. For most American corporations are more 
diversificd in their products and processes than the 
individual General Motors division—hence, a priori, more 
readily organized on a decentralized basis. 

Obviously, conditions within a division are very 
different from conditions on the top-management level. 
Instead of an organization according to products, with 
each divisional manager the head of an integrated unit, 
divisional organization 1s on a functional basis with cach 
executive the head of a functional department—cngincer- 
ing, for instance, or selling—which could not exist by 
itself at all. This difference is the greater the farther down 
we proceed. It is not possible to look upon the exccutives 
within a division as independent and to give them that 
freedom which the divisional manager enjoys. Above all, 
it is not possible to lay down a distinction between gencral 
policy and administrative decision. Finally—perhaps 
most important—the objective yard-stick of compctitive 
market position cannot be applied dircctly to the depart- 
ments within a division. As far as they are manufacturing 
departments they can be measured by the yard-stick of 
efficiency in terms of cost and of return on the investment; 
but they do not have a distinct marketable product 
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the performance of which can be measured directly. 

Still, in a considerable number of divisions, decentraliza- 
tion and the complementary policy of objective yard-sticks 
have been made the basis for intradivisional organization. 
One war-time division, producing acroplanes, applied the 
pattern of General Motors to the organization within the 
division. Its five plants were run very much as if they had 
been five divisions. This did not apply to the relations 
with the customcr—-the government—which was neces- 
sarily centralized so that all orders were obtained by the 
divisional manager. This also, of coursc, dctermined the 
production schedule of the five plants. But the work was 
distributed in such a way as to give each plant a complete 
and integrated job to do. Consequently, cach plant 
manager could be Icft to his own decision how to perform 
his assignment. Methods and approach differed widely 
from plant to plant even though they were situated close 
to each other. 

This particular division was built up in great haste in 
1942 and 1943. It was necessary to train in the shortest 
possible time more than forty thousand workers and close 
to two thousand foremen. Many of the foremen had never 
before been in an industrial plant, nor even as unskilled 
workers. Yct not only cnginecring and purchasing, but 
foremen and personnel recruiting and training were left 
in the hands of the five plant managers. As long as they 
did a good job and turned out their production quotas, the 
divisional manager did not interfere. At the same time, 
the divisional manager built up a small central staff of a 
dozen key men—comparable to the service staffs of 
General Motors—whose function it was to advise the 
plants, to help the plant managers whenever they felt in 
need of help, and to maintain unity in methods and 
approach between the plants. 
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Decentralization in this division was carried beyond the 
plant level and extended to superintendents and even to 
gencral foremen. Whenever possible, the subordinate 
departments were organized so that they did an integrated 
and complete job, which made it possible to give the man 
in charge full responsibility. Following the example of 
Gencral Motors, all men of executive and supervisory rank 
were kept informed of divisional policy and divisional 
problems by frequent meetings with divisional manage- 
ment. 

Other divisions achieve similar results by less novel 
methods. In one accessory division with a conspicuously 
good record, both in war and in peace, decentralization is 
achicved through the organization of a small group of 
senior executives comprising chief engineer, production 
manager, works manager, sales manager and personnel 
manager, who work closely with the divisional manager. 
Each of these men has his own particular job. Each, 
however, 1s assumed to be capable of taking the divisional 
manager's place at any tme, and has therefore to inform 
himself of all phases of the division’s operations. The 
divisional manager thus gets a fairly good impression of 
the abilities of each of his associates for independent 
commands, and each of the men obtains a fairly broad 
education for leadership and a general understanding of 
business problems. This policy is supplemented by similar 
organizations farther down the line, by frequent mectings 
of supervisors and junior executives with divisional 
management and with colleagues in other departments, 
and finally by a policy of promotion which tries systematic- 
ally to give to promising men an all-round training and to 
acquaint them at every stage of their carcer with all aspects 
of the business. This is particularly noticeable in the way 
foremen are handled in this division. They get com- 
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prehensive training when first promoted; they are also 
steadily shifted—first within the department, then within 
the business as a whole—so as to bring out their abilities 
and to force them to see the business, rather than their own 
specialized department. 

In yct another division—onc of the smaller car producers 
—the essence of decentralization is conserved through 
utilization of the tradition of craftsmanship which 1s 
particularly strong in this division. Superintendents and 
even foremen are frequently brought into the councils 
of management. They are informed of major problems 
that come up—whether they affect their own department 
or not. They are given opportunitics to study the 
problems of other departments of the division, and their 
advice is sought on matters concerning their department. 
This division, too, emphasizes all-round training in its 
promotion and personne] policy; it 1s the only division of 
the company as far as I know where as much attention is 
paid in promoting a man to what he nceds to Jearn as to 
what he ts able to do. 

Every one of these divisions 1s a big business in itself: 
The aircraft division with its 45,000 workcrs was very big 
business indeed and a good deal larger than most of the 
units of production found even in the biggest American 
corporations. Very few big businesses are as concentrated 
on one final product as was this division. Hence its 
experience proved both that decentralization can be 
applied to management within the productive unit of a 
large corporation, and that it can be applied to businesses 
producing one or two rather than a hundred final] products. 
Not many Amcrican businesses could simply copy the 
General Motors model; but all—or practically all—could 
apply the General Motors principle. 
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What Good is Decentralization’ 


One question, however, remains still unanswered: 
What ts the advantage of decentralization? Would there 
be any point for any other large corporation in adopting 
the principle of decentralizauon? This question goes far 
beyond the problems of business management and touches 
upon vital issues of social organization, 

Within General Motors itself) a minority of semor 
exccutives—small in number but. of considerable ex- 
perience and influence—inclines towards the view that 
decentralization is not necessarily the most efficient form 
of industrial organization cacept uncer special conditions. 

The problem is best illustrated by the example of the 
Fisher Body Division —one of the largest within General 
Motors. Fisher Body decentralized its organization for 
war production. It divided itself into five major sub- 
divisions corresponding to its five major war-time products. 
The manager of each sub-division was in pretty much the 
same position as the manager of a General Motors 
division. He had his own staff and handled his own 
problems directly. Even within the sub-divisions there 
were decentralized units with their own management. 
And the Fisher Body central management was organized 
after the model of General Motors central management. 
It was a policy-making and supervisory body rather than 
in direct charge of production. It supplied the producing 
units with advice, help and direction through divisional 
service staffs. Before the wat however Fisher Body was 
almost completely centralized. Its plants were dispersed 
all over the country; wherever thcre was a General 
Motors car assembly plant there was a Fisher Body plant 
contiguous to it. Yet even minor matters of local manage- 
ment usually had to be referred to Detroit for decision. 
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And while—for reasons of its peculiar history-—the 
division had the atmosphere of a large clan rather than 
that of a modern army, government was most decidedly 
«xercised through orders from the top. 

Within this division itself it is widely held that a 
centralized organization is the most efficient one for the 
Fisher Body peace-time type of production: one highly 
complex finished product of which only a few small parts— 
such as the hardware used on automobile bodics—could be 
separated out technically or economically. It was natural, 
efficient and altogether necessary to decentralize in war- 
time when Fisher undertook to turn out five distinct final 
products. It would, however, have been unnceessary and 
contrary to the logic of the productive process to de- 
centralize Fisher's peace-time organization. According 
to) this opinion, decentralization, while universally 
applicable, is not universally valid as the most efficient 
form of industrial organization. To present the argument 
in different words, Fisher Body ts a conspicuously efficient 
producer. [ts eficiency and performance account in large 
part for General Motors’ rise to first place im the auto- 
mobile busincss. While the internal figures of the corpora- 
tion are not available, there is little doubt that the rate 
of return on which Fisher operates compares favourably 
with that of decentralized divisions. What advantage im 
efficiency could Fisher derive from being decentralized? 
What disadvantage ts entauded in its centralization? 

Very much the same question 1s posed by the experience 
of another one of the very large divisions, Chevrolet, again 
a conspicuously efficient producer-~as responsible as 
Fisher Body for Gencral Motors’ growth. Yet Chevrolet 
also does not apply the principle of decentralization, or 
rather it applics it in a form which changes its whole 
meaning. Instead of using decentralization as a principle 


122 BIG BUSINESS 


of industrial organization, it uses 1it—very successfully—as 
a mechanism to speed up administrative work. Where 
Gencral Motors sees in decentralization an application of 
the concepts of constitutional government and of the rule 
of law Chevrolet regards it as a traffic rule. One might say 
that Gencral Motors spells “Decentralization” with a 
capital “D”, Chevrolet with a small “d”. In spirit 
Chevrolet is probably even more centralized than Fisher 
Body was before the war. Yet no one can question its 
productive efficiency. 

In Chevrolet we do not even have the factor which 
deprives the Fisher Body example of its representative 
character: that there 1s one very large, expensive and 
complex final product incapable of technical ur economic 
subdivision. Chevrolet manufactures a considerable variety 
of goods. All of them go into the final car. But a good 
many of them are distinct as products as well as in the 
methods of their manufacture. Apparently this is a clear 
case for the application of genuine decentralization; yet 
the failure to decentralize beyond the initial stage has not, 
it would seem, resulted in impaired efficiency. 

The importance of the question whether decentraliza- 
tion is absolutely more efficient than centralization does 
not lie, primarily, in its application to business manage- 
ment. It is actually the question whether a socialist 
economy can be as efficient cconomically as a free- 
enterprise economy. The issue between free enterprise 
and what for want of a better name may be called 
collectivism, should not be decided on grounds of economic 
efhiciency. It is first of all a question of the organization 
of a free society and secondly one of full employment. 
Yct economic efficiency is an important aspect of the 
problem. 
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The Market Check 


The difference between the free-enterprise system and 
state socialism or state capitalism is the dependence of the 
former on the market as the determinant of prices, 
profitability and production. The chicf argument in 
favour of the greater cconomic efficiency of the free- 
enterprise system has always been the effect of the 
compctitive market check. The main countcr-argument 
has always been that the market check can be replaced 
by cost accounting and by “‘socialist competition”, that is 
by cost efficiency alone. 

All divisions of Gencral Motors, even the biggest, 
are judged in the final analysis by their success in a 
highly competitive market. Yet the individual department 
or unit in one of the very big divisions is too far away 
from the market for its performance to be related to 
market success. If it happens to manufacture a part 
or a sub-assembly which could not be sold or appraised 
independently, it is subject only to the yard-stick of 
cost accounting. On the belicf that this yard-stick 1s 
insufficient unless supplemented by the yard-stick of the 
market, General Motors bases its advocacy of decentraliza- 
tion which relates the individual producing unit again 
directly to the market. The very large divisions of 
General Motors, however, have attained tremendous 
internal efficiency without decentralization, that is, on the 
sole basis of cost accounting. 

It would not be much of an exaggeration to say that the 
very large divisions of General Motors are run much like 
the units in a planned economy. They resemble remark- 
ably, in their intcrior organization, the Russian “trusts” 
with their “‘socialist competition” regulated by base 
pricing as described in the most authoritative book on 
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Russian industrial management.* Equally striking is the 
parallel] between the approach of the management of the 
biggest Gencral Motors divisions to problems of industrial 
organization and the reported approach of Sovict in- 
dustrial managers. If a big business—and few Russian 
units are as big as Chevrolet or Fisher Body—can be as 
cfhaient a producer on a centralized as on a decentralized 
basis, free enterprise could hardly be maintained to be the 
necessarily most efficient producer—though, of course, 
efhaiency of production ts ncither the only nor the supreme 
test of a social system. 

One answer to this question might be that the biggest 
General Motors divisions are efficient not because but in 
spite of their centralized management. Their organization 
actually is less efficient. But this rclative inefficiency 1s 
prevented from making itself felt: by the annual model 
change customary in the automobile industry which forces 
each car manufacturcr to prove himself anew covery year 
ina highly competitive market. In consequence, even the 
units of a centralized large division are under steady, 
though imdirect, pressure from the market. Their results 
cannot actually be measured in terms of Competitive 
market position since these units by themselves do not 
produce a finished product, but the competitive pressure 
is at work all the time throughout the division, Thus the 
cffects of decentralization are achieved to a considcrable 
extent even though decentralization itselfis absent, 

This corresponds to the well-known argument of 
theoretical economics that cost accounting 1s a sufficient 
vard-stick of productive efficiency only if there is a real 
market. Without such a real market in the distance—a 

* Management in Russian Industry and Agriculture by Gregory 


Bienstock, Solomon M Schwarz and Aaron Yugow (Oxford University 
Press, New York, 1944) 
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market that is “‘objective” in that it cannot be manipulated 
by those who are measured by it—cost accounting lacks a 
valid frame of reference. It ceases to be reliable and to be 
incorruptible. ‘Socialist competition’, that is, cost 
accounting without the ultimate reference to the market, 
according to this argument, is like a game of poker in 
which one player could always change the rules to suit his 
hand. It cannot be as efficient as cost accounting subject 
to an indirect market check. And the latter in turn can 
only be as efficient as the direct market-check supplied by 
decentralization if the market is unusually competitive as 
in the automobile industry. Indeed the market situation 
of this industry 1s so unusual-—for the annual model is some- 
thing few industries could have—that we would be justified 
in concluding from this argument that on the whole a 
centralized organization, even if ils cost accounting 1s anchored in 
a genuine market, is infertor in productive efficiency to a de- 
centralized organization with its immediate double check of cost 
accounting and market. 

lt is a good argument; and it shows both the function 
of the market as an objective yard-stick and the validity of 
decentralization as a principle of industrial order. Yet at 
rests essentially on negative proof, and even the best 
negative proof always sounds a ]ittle specious. Another 
argument however roundly asserts that the centralized 
large divisions of General Motors are less efficient: than 
they would be if decentralized. While they can produce 
goods as cheaply and as efficiently as any decentralized 
division, they fail to measure up to one of the most 
important yard-sticks of institutional and administrative 
efficiency: they do not discover and develop industrial 
leaders, 


126 BIG BUSINESS 


Developing Leaders 


This docs not mean that people in Chevrolet and Fisher 
Body do not advance; perhaps there are greater oppor- 
tunitics for promotion—and undoubtedly greater oppor- 
tunities for higher incomes—in the large divisions than 
there are in the small ones. The managerial employees of 
the large divisions may well enjoy a greater security than 
people in the smaller divisions. Yet a senior executive of 
one of the large divisions told me that he, himself, had 
advised one of his subordinates to accept a less well-paid 
job in an accessory division. “fhe had stayed with us, he 
would undoubtedly have made more moncy and he would 
have had very good chances here. But he would not have 
received the training in an independent job and proper 
business experience. Above all, he would have remained a 
more or less anonymous member of a large organization. 
Now he will be forced to make himself familiar with all 
aspects of management instead of with engineering alone. 
He will be forced to learn to make decisions. He will be 
judged on his performance, rather than on that of a large 
organization, And if he has ability, as 1 think he has, he 
will have a good chance to become a divisional manager 
and to graduate to top management.” In other words, in 
the big divisions, because of their centralized organization, 
men are likely to remain specialists with purcly depart- 
mental knowledge right up to the very end of their 
careers. They do not receive a rounded experience which 
enables them to be leaders, nor do they get the oppor- 
tunity to show their abilities in an independent command 
where they can be judged by their own individual 
performance. In a large centralized division there ts thus a 
lack of that efficiency which alone holds out the promise of 
cconomic efficiency to-morrow, and without which there is 
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no proper solution of the problem of survival, vital to any 
institution. 

The assertion that the very big, centralized divisions are 
of inferior efficiency in leadership training and devclop- 
ment could not be proved or disproved statistically. In 
fact while this book was being written, several Chevrolet 
executives were being promoted to top-management 
positions in General Motors. Yet, there is an impression 
throughout General Motors—intangible but real-—that top 
management has been recruited to a proportionatcly 
greater cxtent from the smaller, decentralized divisions 
than from the centralized big ones. Whenever pcople 
talked to me about the bright young men who arc likcly to 
be on top ten or fifteen years hence there was an emphasis 
on men in the smaller divisions. While the very big 
clivisions have undoubtedly done as good a war-production 
job as anybody in this country, the cxamples used by 
executives in their stories of managcrial ingenuity andl 
technical achicvement were predominantly taken from the 
smaller divisions. When Gencral Motors embarked upon 
its most difficult war job in which a division had to be 
founded to do an entircly new job that had never been 
done before—a job on whose successful performance the 
Pacific war depended to no small degree—the new 
manager as well as his chicf assistants were taken from 
smal] divisions. By itsclf cach of these impressions—and I 
give only a sample—would be meaningless. But while not 
adding up to proof, taken together they display too 
consistent a pattern to be mere coincidence. 

Perhaps most telling is the fact that this conclusion scems 
to be fairly generally accepted as valid within General 
Motors, and cven within the big divisions themselves. A 
senior executive of onc of the big divisions after speaking at 
length about the advantages of his centralized organization, 
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concluded by saying that they were attainable only 
because the smaller decentralized divisions supplied the 
top leadership. The efficiency of Gencral Motors, he said, 
lies in its having a small number of big businesses to make 
the money, and a large number of small businesses to 
supply the leadership—“‘very much in the manner in 
which a big bascball club will get its talents from its small 
farms, but its revenue from the big-timers”. Another very 
successful big-division man frankly charged his own outfit 
with a tendency towards bureaucratic rigidity that was 
sufling initiative and ability, and with creating discontent 
among the younger exccutives who had no chance of 
development in Icadership and independent command. 
Once of the favourite stories with General Motors 
executives is that of the large division which, some 
fifteen years ago, was split up into four or five new 
divisions. When the divisional manager who had built up 
the business, protested in the name of productive efficiency, 
he was told that the problem was not one of productive 
efiaaency at all but of giving four or five times as many 
men a chance to develop, to become lcaders and to test 
themselves against the responsibilities of an independent 
command. 

Even more indicative is that Fisher Body has decided not 
to return to its pre-war organization in its Conversion to 
peace-time production, but to attempt to maintain a 
decentralized management. The need for trained and 
independent leaders who cannot be obtained im sufficient 
quantity and quality in a centralized organization no 
matter how efficient it may be as a producer, was given as 
the main reason for this decision. 

The importance of this conclusion for the controversy 
between free enterprise and controlled economy is very 
great. It enables us to assert that a collectivist economy, 
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even ifit should succeed in producing goods as cheaply as a 
free enterprise in a competitive market, would be of 
inferior efficiency in developing and training leaders 
capable of decisions and of assuming responsibility. The 
leadership of a socialized cconomy would have to be 
developed outside of industry; or recourse would have to 
be taken to emotional stimulants, such as revolutionary 
fervour or the appeal of a war, to bring out the full 
abilities of the mdividual. Furthermore, such an economy 
could not depend on the automatic succession of leaders on 
the basis of their performance, but would have to use 
periodic “purges” to bring in new blood. I believe that 
while by no means a complete explanation of the pertodic 
purges of Russian industrial management during the last 
twenty years, the inability of a socialist economy to find, 
train and develop leaders in the normal course of business 
might have been an important component. 

From the over-all point of view, the ability of an 
institutton to produce leaders 1s more important than its 
abilitv to produce efficiently and cheaply. Efficient and 
cheap production can always be reached, given the human 
abilitics and the human organization. But without an 
able, responsible and enterprising leadership, willing and 
capable of taking the initiative, the most efficient in- 
stitution cannot maintain its efficiency, Iet alone increase 
it. The inability of a socialist enterprise to produce leaders 
and the failure of “socialist competition” to replace 
adequately the yard-stick of the competitive market are 
very severe weaknesses. It may be maintained that to let 
the consumer decide what should be produced its dangerous 
for the survival of organized socicty, and that {ree enter- 
prise pays too high a price for instituuional efficiency. 
That, however, would be a political judgment, not onc 
based on cconomic rationality; and if made, it should be 
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based on the full awareness that in a socialist economy the 
major and automatic means for the steady supply, training 
and developing of economic leadership is absent. 

Markct and market price do not only have the economic 
role usually attributed to them but a social role as well. 
They supply objective performance tests for managerial 
ability, and thus furnish society with a principle of 
succession in the economic sphere. The test of the market 
supplics a principle of legitimacy to the cconomic sphere 
without which we may well be reduced cither to purely 
bureaucratic criteria, to “‘purges” or to naked fights for 
power as a means of deciding who should run our economic 
institutions. 

Finally in order to have a free enterprise economy it is 
not cnough that its productive units be privatcly owned. 
They must also be so organized as to be subject in their 
entirety to the objective test of competitive market 
standing. To supply this is one of the major objectives of 
decentralization. General Motors has not worked out fully 
the organization of the large corporation, as long as its 
largest divisions tend towards centralization. Even so, 
decentralization has been proved to be a promising 
approach which scems capable of solving the institutional 
problems of the large corporation. 


CHAPTER THREE 


THE CORPORATION AS A SOCIAL 
INSTITUTION 


THE AMERICAN BELIEFS 


So far we have dealt almost exclusively with questions of 
social and cconomic enginccring, questions which, though 
not without their controversial features, by and large 
permit of objectively provable solutions. Now, in the 
realm of political beliefs, desires and values we enter a 
sphere in which the controversies are not merely on 
methods and techniques but on the goals of social life. 
Therefore we have to make clear, at the outsct, that our 
concern here is with the particular belicfs, aims and 
purposes of Amcrican socicty with its roots in the Christian 
tradition. 

It is characteristic of the Amcrican tradition that its 
political philosophy sees social institutions as a means to an 
end which is beyond socicty. It has never accepted socicty 
as an end in itself; nor has it ever scen social institutions as 
mere expediency, unconnected with the ultimate ethical 
ends of individual life. It has, at one and the same timc, 
rcfused to accept that deification of socicty which endows 
the state, the nation or the race with absolute value, 
omnipotence and omniscience, and that degradation of 
socicty which makes the law a mere traffic rule without 
any cthical significance or reason. 

Amcricans rarcly realize how completely their view of 
society differs from that accepted in Europe where social 
philosophy for the last three hundred years has fluctuated 
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4 
between regarding society as God and regarding it merely 
as an expression of brute force. The difference between 
the American view of the nature and meaning of social 
organization and the vicws of modern Europe goes back to 
the sixteenth and seventeenth centurics. During that 
period which culminated in the Thirty Years’ War 
(1618-1648) the Continent (and to a lesser degree England) 
broke with the traditional concept of society as a means to 
an ethical end—the concept that underlay the great 
medieval synthesis—and substituted for it cither the 
deification on the degradation of politics. Ever since, the 
only choice in Europe has been between Hegel and 
Machiavelli. This country (and that part of English 
tradition which began with Hooker and led through 
Locke to Burke) refused to break with the basically 
Christian view of society as it was developed from the fifth 
to the fifteenth century and built its socicty on the re- 
application of the old principle to new social facts and new 
social needs. 

To this social philosophy the United States owes that 
character of being at the same time both the most 
materialistic and the most idealistic society, which has 
baffled so many observers. This country can be 
materialistic because 10 gives an ethical meaning and an 
Importance to the material institutions of social hfe. This 
scems outrageous to the European idealist who sees basic 
behefs and ethical ends as existing in the realm of pure 
spirit and as completely detached from the sordid and 
humdrum human existence. It appears as dangerous 
nonsense to all those who maintain that society 1s its own 
goal and who therefore see in the demand that it tustify 
itself in terms of individual fulfilment a demagogic appeal 
to the baser instincts of the rabble. At the same time 
America appears to be unbelievably, at times even 
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childishly, idealistic because to an American material 
institutions and matcrial gains are never an end in them- 
selves but always a means for the realization of some ideal 
goal. Hence analysts have fluctuated between describing 
this country as completely obsessed by the drive for the 
“almighty dollar” and as quixotically engaged in reform- 
ing the world in the search for the miulennium. Un- 
doubtedly either) characterization while grossly ex- 
aggerated, 1s essentially correct; but the true picture only 
emerges if we see the two as complementary. The 
American who regards social institutions and material 
goods as ethically valuable because they are the means to 
an cthical goal is neither an idealist nor a naturalist, he is a 
dualist, 

To this philosophy of socicty this country owes its great 
political insight. “The Federalist 1s a classic of polities 
preciscly because it manages to be profoundly pragmatic 
and deeply moral at the same time. But to this philosophy 
America also owes its worst political blind spot: a refusal to 
see the existence of an irrational, emotional or naturalistic 
basis of allegiance. Thus the American people have 
repeatedly failed to see great emotional forces within their 
own countrv—the vears before the Civil War are a good 
examplc---as thev often fail to understand the behaviour of 
foreign, especially of European, nations. It was almost 
impossible for an American to comprehend that, for 
instance, a German soldier would fight well even though 
bitterly opposed to Nazism. The — proposition-—cle- 
mentary to every European whether German, French or 
Russian—that you owe allegiance to your country and 
nation as the permanent facts of human life rather than to 
the creed adopted by them for the time being, sounds like 
blasphemy to American ears. To an American too his 
country is the reality of his social life, but not because it 
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exists but because it is the living embodiment of the 
American creed which thus receives the emphasis. 

It does not concern us here whether this philosophy is a 
correct or a true statement of political reality.* What 
concerns us is that it is the only concept on which to base a 
meaningful analysis of American society. For Americans 
themselves sce it that way and judge their socicty by the 
degree to which it realizes the basic purposes and beliefs of 
the individual. Hence Americans can afford to neglect 
many problems of social and political organization 
European nations have to face. At the same time this 
country has to take seriously any question relating to the 
relationship between American creed and American social 
performance. It must always ask whether its social 
institutions carry out the basic promises of American life or 
not. 

It may be said that any complex society must contain 
many instituuons which have nothing to do with the 
fulfilment of socictv’s promises and the realization of 
socicty’s beliefs. To have overlooked this and to have 
established the fiction of an absolute unity of culture and of 
the social “ideal type” is one of the weaknesses of cultural 
historians such as Spengler or of the cultural anthro- 
pologists of the modern American school. It can also be 
said that any society needs institutions which by their very 
nature cannot be related to social goals. This is, for 
instance, true of the family which finds its purpose in the 
biological survival of man, and which is thus a condition 
of socicty rather than conditioned by it; and the same is 
true of a church whose kingdom is not of this world, and 
which therefore transcends socicty. But if a social in- 


* I believe both that it correctly describes society and that it alone 
provides the basis for a free society as discussed in detail in my The 
Future of Industrial Man. 
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stitution operates in such a manner as to make difficult or 
impossible the attainment of the basic ethical purposes of 
society it will bring about a severe political crisis—and not 
only in America. A good example of this would be the 
conflict between the rising state and the universal church 
at the end of the Middle Ages; or—the reverse—the 
conflict between the religious purposes of the Christian 
churches and the cthos of nineteenth century socicty. 

As far as the representative social institution of a society 
is concerned, even more 1s demanded than compatibility. 
For the representative institution must, in its very 
operations, promise to realize society’s promises and 
societv’s belicfs. It is this promise which makes it the 
representative social institution. In other words, we not 
only have a political problem of functional harmony 
between corporation and socicty, we also have a political 
problem of cthical harmony. The very means which 
strengthen the corporation and which render it more 
cfficicnt must also promise to bring about substantial 
realization of the basic beliefs and basic promises of our 
society. Otherwise we could not have a functioning 
industrial socicty in America. 

We are not however looking for perfection or for the 
ideal, but for the possible. The strength and cohesion and 
ultimately the survival of every society depend on its 
ability to realize its basic promises and belicfs sufficiently 
to be acceptable to its mcmbcrs as meaningful and 
rational. But no society can ever realize its promises in full 
and for evcry one ofits citizens; perfection docs not pertain 
to the kingdom of man. On the other hand no socicty 
could survive if it failed completely to carry out what it 
promises. Such a socicty would be worse than a failure; it 
would be a threat. It would appear as irrational and as a 
mockery of its own, proclaimed beliefs. But how much 
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ethical cfficiency a society has to have in order to be 
acceptable and to appear as rational and successful is not 
known and can probably not be ascertained except in a 
purely pragmatic test. It is probable that the minimum 
ethical efficiency needed to keep society going is fairly low. 
The individual citizen is willing to accept not only a fair 
degrce of chance but a fair degree of failure, provided that 
they appear to him to be the exception rather than the 
gencral rule. 

Refusal to accept the mevitable shortcomings of any 
society 1s responsible for a good deal of what is best in 
political life. The demand that society be made to live up 
fully to its promises and belicfs underlies the activity of the 
reformer and accounts for many social and_ political 
advances and improvements. And nothing is more 
contemptible than the smug resignation to the inevitable 
imperfections ofsocrety which tn all ages has characterized 
the Philistine. 

At the same time refusal to understand that society and 
social institutions cannot be perfect, and that by the very 
nature of human activity their efficiency is low (though no 
lower than that of any other man-made thing such as, for 
instance, a steam engine) accounts for some of the worst 
mistakes in political analysis and political action. Time 
and again and in every society there have been men who 
considered their own society and its Institutions doomed 
and ineffectual because they did not run at a hundred-per- 
cent efficiency. As long as this leads to nothing worse than 
premature predictions that this or that institution 
(capitalism, democracy, the British Empire or Russian 
communism) are doomed, no real harm is done. But it 
very often leads to a cynical willingness to give up what we 
have because it is not perfect. It is, for instance, certainly 
truc that the United States will not be a perfect democracy 
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as long as the American Negro is treated as an outcast. 
But to conclude therefrom as did a section of the Left that 
American democracy is nothing but a sham and might as 
well be scrapped entirely is not only Hlogical but danger- 
ous. It is political smugness surely as contemptible as that 
of the Philistine and perhaps more destructive. 

Analysis of the degree to which our society and its 
institutions fulfil our basic beliefs and promises has to start 
with the realization that without some considerable 
cthical efficiency no society and no institution can survive. 
Yet it must also be accepted that not more than parttal 
success can be expected or should be demanded. To 
paraphrase words of Edmund Burke, it is not enough to 
prove a society to be less than perfect to justify its over- 
throw; once must also prove that a new society or new 
institution 1s likely to do better. 


Fundamental Promises 


It will never be possible to obtain anything resembling 
unanimity on the concrete ways to realize the basic 
behefs and promises of American society. But on these 
behefS and promiscs themselves the American people 
agree apparently with hardly a dissenting voice. Funda- 
mentally, American political philosophy stands on the 
Christian basis of the uniqueness of the individual, From 
this follows (a) the promise of justice, er, as we usually 
phrase it, of equal opportunities. From it also follows (b) 
the promise of individual fulfilment, of the “‘good life’, or, 
in a perhaps more precise formulation, the promise of 
status and function as an individual. 

While not confined to America, the dogma of the 
uniqueness of the individual is nowhere else emphasized so 
strongly or made so exclusively the focus of social promises 
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and beliefs as in this country. This exclusive emphasis 
certainly sets the United States apart from the rest of the 
Western Hemisphere. It shares, however, with the 
modern West—at least with that part of it that is in the 
Protestant tradition—the projection of its basic beliefs into 
the sccular sphere. It is to the social and economic sphere 
that this country looks for the realization of its beliefs and 
the fulfilment of its promises. Whether this is still true of 
Europe—as it was undoubtedly true up to 1914 and 
probably up to 1929—is very doubtful indeed; and here 
may well lic a major cause of future conflicts and collisions 
between this country and the Old World.* 

Projected into the secular sphere, the concept of the 
uniqueness of the individual becomes what in this country 
is usually called “‘middle-class society”. This concept was 
undoubtedly in the minds of the people who, in a public- 
opinion survey conducted by Fortune Magazine a few 
years ago, defined themselves in an overwhelming majority 
of more than ninety per cent as belonging to the “middle 
class” —a declaration of faith in the principles of American 
society as well as in the reality of its fulfilment. 

Like every other slogan, that of the ‘‘middle-class 
socicty’? makes no sense if taken literally. A middle class 
clearly requires a class above and a class below; yet a 
“middle-class society” clearly implies that all—or almost 
all—membcers belong to and number themsclves among the 
middle class. This discrepancy between literal and actual 
meaning of the term has not escaped attention. Indeed for 
a hundred and fifty years it has served the extremists on 
both Right and Left as an casy target at which to shoot 

* This whole question has been discussed extensively 1n my book The 
End of Economic Man (New York and London, 1939), but it does not 
concern us in this study which focuses on the United States, and which, 


for reasons given ia Chapter I, assumes the basis of our social beliefs as 
given. 


AS A SOCIAL INSTITUTION 139 


their accusation that the concept is a hollow sham, a 
delusion and ridiculous propaganda. 

Probably very few of the pcople queried in Fortune’s 
public-opinion poll knew the exact figures on income 
distribution or had worked out the mathematical odds on 
their own social and cconomic advancement; but even 
fewer, if any, will have laboured under the delusion that in 
this country there are no rich and no poor, no weak and no 
mighty. What they meant by calling themselves almost 
unanimously “middle class” was first that in this country 
there is only one mode of life. The millionaire who wants 
to live in an “upper class” home has to import a chateau 
from France, and the worker rides to the plant in a car of 
the same make as that of the boss. This is what Americans 
usually mean when they talk of “equality”, a specifically 
Amcrican phenomenon for which no parallel could be 
found in Europe. It explains those features of Amcrican 
society which have always struck visitors from abroad: the 
friendliness and neighbourliness, the absence of envy, the 
genuine pleasure people take in somebody clse’s success, 
the absencc of any special reverence or awe for the man on 
the top—but also the preference so often shown for “‘safe” 
mediocrity or the premium on conformity. There has 
been a great deal of discussion whether this concept of 
equality is the product of the fronticr or whether the 
fronticr life was based on it. Whatever its origin, it 
pervades all Amcrican life. It shows in such small details 
as the general accessibility of even the highest official and 
the absence of spccial clevators for the bosscs in office 
buildings, and in such major traits as the deep resentment 
against anyone—man or nation—who “‘throws his weight 
around”’. 

‘‘Middle-class socicty”’ also means In our minds a chance 
for each member to have a meaningful, a useful, a full life. 
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Indeed, the traditional argument in favour of a middle 
station 1s that it alone allows a man to lead a dignified and 
meaningful life—a life in which hc has status and function 
as an individual. 

Finally—and above all—implied in this concept of a 
“middle-class society” is the demand that in this country 
position in society 1s, or should be, determined by nothing 
but the individual's contribution to socicty. In this sense 
there is indeed no upper and no lower class because, 
strictly speaking, there is no class. The ‘“‘middle-class 
society” of the American dream is thus really a classless 
society but one based not on equality of rewards as is the 
utopia of the Maraists, but on equality of justice. 

Al] this is familiar. But what is often overlooked 1s that 
equality of opportunity and the human dignity of status 
and function stand in a very peculiar relationship to cach 
other, On the one hand they are Siamese twins neither of 
which can exist without the other. They must be realized 
at the same time and through the same social instru- 
mentalities to give us a “middle-class society”. Yet they 
stand ino a dialectical contradiction to each other that 
makes them appear incompatible. One principle demands 
that cach individual have status and function because of 
his uniqueness as an individual; the other that his status 
and function depend exclusively on his contribution to 
society. The first leads to the demand that cach member 
find individual meaning in society—that society be seen as 
existing exclusively for him. The second leads to the 
demand that social position be based on individual 
achievement and ability, that the individual be judged on 
his social performance alone. The one seems to lead to a 
Inerarchical concept of socicty, the other to anarchy. 

It is deceptively easy to resolve the conflict by throwing 
out one of the concepts. This was the wav of the decaved 
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feudal society of eighteenth century France or of the 
seventeenth century Levellers in England—to name only 
two attempts. Yet every such attempt at a onc-sided 
solution has proven that the beliefs can only be realized 
together. It is not possible within the Christian tradition 
to give status, function and meaning without giving a 
rational chance of equal opportunities. It is not possible 
within the Christian tradition to give equal opportunities 
without giving individual dignity. Those two concepts 
stand in the same relation to each other as the North Pole 
and the South Pole: neither can be where the other is, yet 
neither can be without the other. In the American 
concept of a middle-class socicty this is clearly recognized; 
and from this recognition the concept derives much of its 
strength and all of its appeal. But this recognition also 
poses for American statesmanship a constant problem of 
synthesizing and balancing. 


If the big-business corporation w America’s repre- 
sentative social instituuion it must realize these basic beliefs 
of American society—at least enough to satisfy minimum 
requirements. It must give status and function to the 
individual, and it must give him the justice of equal 
opportunities. This does not mean that the cconomic 
purpose of the corporation, efficient production, is to be 
subordinated to its social function, or that the fulfilment of 
socicty’s basic belief is to be subordinated to the profit and 
survival-interest of the imdividual business. The cor- 
poration can only function as the representative social 
institution of wur society if it can fulfil its social functions 
in a manner which strengthens it as an efficient producer, 
and vice versa. But as the representative social institution 
of our society the corporation in addition to being an 
economic tool is a political and social body; its social 


142 BIG BUSINESS 


function as a community 1s as important as its economic 
function as an efficient producer. 

The demand for status and function as an individual 
means that in the modern industrial society the citizen 
must obtain both standing in his society and individual 
satisfaction through his membership in the plant, that is, 
through being an employee. Individual dignity and 
fulfilment in an industrial society can only be given in and 
through work. Hence the painful futility of all the brave 
attempts to give the modern citizen individual fulfilment 
in “‘cultural’, ‘‘recreational”’ or “‘Ieisure-hours”’ activities. 
The first demand thus is that our citizens are citizens 
because they are engaged in industry. This is the problem 
with which Social Security has tried to grapple. For you 
arc not a citizen if your status in society depends on forces 
over which you have absolutely no control such as the 
business cycle. Equally important is that the individual 
must be able to realize through his work in industry that 
satisfaction which comes from one’s own meaningfulness 
for society and which expresses the basic conviction of the 
uniqueness of the person. The industrial society must give 
its members that sense of importance which cannot be 
produced by propaganda or by other psychological 
means, but can only come from the reality of having 
importance. This is not a demand for “industrial demo- 
cracy” if by that is meant a structure of industry in which 
everybody is equal in rank, income or function. On the 
contrary it 1s basically a hierarchical concept in which 
positions of widely divergent rank, power and income are 
each scen as equally important to the success of the whole 
because of the subordination of one man undcr the other. 
To attack industrial socicty, as would the sentimental 
equalitarian, because it is based on subordination instead 
of on formal equality, is a misunderstanding of the nature 
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both of industry and of society. Like every other in- 
stitution which co-ordinates human efforts to a social end, 
the corporation must be organized on hierarchical lines. 
But also everybody from the boss to the swecpcr must be 
seen as equally necessary to the success of the common 
enterprise. 

At the same time the large corporation must offer equal 
opportunitics for advancement. This is simply the 
traditional demand for justice, a consequence of the 
Christian concept of human dignity. What is new is only 
that we to-day look for the realization of justice in this life 
and in and through the industrial sphere. The demand 
for equal opportunitics is not, as is often mistakenly 
assumed, a demand for absolute equality of rewards. On 
the contrary equal opportunities automatically assume an 
inequality of rewards. For the very concept of justice 
implies rewards graduated according to uncqual per- 
formance and unequal responsibilities. 

Equal opportunity mcans obviously that advancement 
not be based on external hereditary or other fortuitous 
factors. But it also means that advancement be given 
according to rational and reasonable criteria. This 
question of the criteria for advancement constitutes the 
real problem the modern corporation has to solve in this 
area. 

There is nothing new in these beliefs and demands. But 
never before have we leoked to the industrial sphere for 
their realization. In spite of a century of industrialization 
the Amcrican, in common with all Westerners, has been 
pre-industrial in his mentality and consciousness until the 
most recent years. He has looked for the realization of his 
promises and beliefs to farm and small town regardless of 
the reality of big industrial plant and big city. Only now 
have we realized that the large mass-production plant is 
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our social reality, our representative institution, which has 
to carry the burden of our dreams. The survival of our 
basic beliefs and promiscs—the survival of the very 
meaning of our socicty—depends on the ability of the large 
corporation to give substantial realization of the American 
creed in an industrial society. The task which the cor- 
poration is asked to carry out 1s both a very heavy and a 
very now onc. No one in the world knows yet the answers 
to the problems of this brand-new thing, the industrial 
society. We shall be very satisfied and happily surprised 
if we find as much as pronusing beginnings. 


Are Opportunities Shrinking? 


A characteristic of an industrial society 15 that it should 
be able to realize most easily what has traditionally been 
regarded as the most difficult achievement of society. 
Justice has always been something that could not be 
attained ino this world, at least not to any substantial] 
extent. But in an industrial society substantial equality of 
opportunity should be obtamable, as it ts inherent in the 
structure of the society. The demand for managerial and 
technical ability in the modern industrial society with its 
mass-production technology is so large as to be almost 
insatiable. One should therefore expect to find that 
equality of opportunity in our industrial society 1 taken 
for granted. Indeed whatever meagre statistics are 
available show uniformly that the ratio of foremen_ to 
workers and of superintendents to foremen ts much higher 
to-day than it was thirty or fiftv vears ago and that itis still 
rising, 

‘et there is no doubt that popular opinion on the whole, 
in this as in all other western countries, 1s convinced that 
opportunities are shrinking undcr the modern industrial 
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system and that equality of opportunities is shrinking even 
faster than opportunitics themselves. One does not have 
to take a formal poll to know that a great many—perhaps 
the majority—of the people in our society would answer 
“Yes” to the question: Do you think that the modern 
corporation offers fewer opportunities than the small 
business of a generation ago? 

In such a clash between statistical fact and popular 
impression, the cngincer or statistician is prone to dismiss 
the popular belief as “*pure prejudice” and worthless. But 
pohtical actions and reactions are based not on statistics 
but on political belicf. Facts and figures determine the 
effectiveness of an action, but not the action itself. 
Moreover it 1s the first rule of political analysis that a 
strong popular belicf must be held to have a rational basis, 
however irrational it might appear at first glance. [Et is 
always the vague and inarticulate but plausible answer toa 
very concrete and real question, Henee itis all-important in 
politics to find the underlying cause of a widely held beh. 

The popular conviction that modern industrial society 
fails to realize cquality of Opportunities and justice of 
cconomic rewards to a substantial degree is therefore in 
politics conclusive evidence that the modern industrial 
corporation does not perform adequately its social job. It 
may well give more men more opportunitics than the 
small business society which it sueceeded. But it certamly 
does not do it ina way and through methods which appear 
rational and meaningful to the individual in our socicty. 
This is true both for advancement from worker to foreman- 
ship—advancement into the industrial middle class—and 
for advancement from foreman to superintendent, that 1s, 
the advancement of the middle class itself. 

Three reasons for the failure to provide a satisfactory 
system of equal opportunities are readily apparent. 
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(1) However many opportunities there may be, they 
are rarely anywhcre in the modern industrial plant 
organized in a rational and comprchensible system and 
according to objective criteria. From the point of view of 
the worker—and increasingly from that of the foreman as 
well—selection for promotion is irrational and bewilder- 
ingly haphazard. It secms to be based on nothing but the 
arbitrary whims of a management quite remote and 
personally almost unknown to the men in the ranks. 
Evcry manager will reply hotly that this belief is nonsense, 
and that he and his staff give a very large part of their time 
and very scrious attention to the selection of the right man 
for promotion. Needless to say, this is absolutely true 
almost everywhere; but 1t is also irrelevant. What matters 
is that the deliberations and decisions of personnel 
management are not based on any clear policy and on any 
impersonal criterion. In the absence of such a basis for 
decision the worker and the foreman—who are not “in” on 
managerial dcelibcrations—cannot see any pattern; and in 
the last analysis there isn’t any. Very few managcrs even 
realize how irrational their procedure on promotion must 
appear to the men in their plants. There is often a glaring 
contrast between the sincere attempts of a plant managc- 
ment to do a conscientious job of promotion and _ the 
almost unanimous conviction of the workers in the plant 
that promotion 1s based on rank favouritism, whims and 
accidents. This is inevitable because there 1s no observable 
rational pattern of managerial behaviour visible to the 
worker—just as the most fantastic rumours arc inevitable 
and will be believed by sane pcople if no facts are 
available. 

The first in the field of equal opportunities for workers 
and foremcn is thus to have a clear, comprehensible and 
reasonably impersonal policy. Not as a strait jacket 
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forbidding any movement beyond its narrow limits but, 
like all good policies, as a compass bearing by which 
decisions can be organized in a pattern while still decided 
according to thcir individual requirements. It will be 
anything but casy to work out such a basis. The in- 
dustrial plant by its very nature docs not permit the 
application of such routines as graduated cxaminations. 
It demands a criterion of promotion based on those most 
clusive factors, performance, ability and character. Yet 
without a rational policy all plants may be forced to 
accept the most constricting and desiccating principle 
conceivable-—advancement by seniority alone. General 
and rigid application of the seniority rule would deprive 
the industrial plant of its leadership supply from bclow, 
and would thus endanger our industrial socicty the 
efficiency of which depends on the maximum supply of 
leaders. It would certainly limit severely the opportunitics 
lor promotion out of the ranks. But the worker and the 
foreman will not only be willing to take this loss of 
opportunity to better themselves socially and economically; 
they will demand it if the alternative is a system of 
opportunitics which seems to be devoid of rationality and 
incapable of comprchension. 

(2) Another reacon why the actual performance of the 
corporation is not accepted as a substantial fulfilment of 
the promise of cqual opportunitics scems to lic in the 
increasing emphasis on formal training and education as 
prerequisite to supervisory or managerial jobs. It is not 
our business here to discuss whether this emphasis 1s 
actually justificd or whether it represents an attempt on the 
part of management to unload the job of judging a man’s 
abilitics and attainments on the profcssional educator. 
However great the advantage which the character of 
modern industrial enterprisc and of modern technology 
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gives to the formally trained man over the man who has 
picked up his education in the shop or the office, we 
certainly suffer from a tremendous overvaluation of the 
formal education offered to-day and of the diploma as a 
proof of attainment or ability. I hope that the trend 
towards an ever-increasing formalization of educational 
requirements will be reversed soon. But at present we 
have to accept as a social reality that, while formal 
education is no guarantee of advancement, the absence of 
a diploma constitutes a handicap. 

Even to-day it 1s the exception rather than the rule for an 
American plant to recruit its entire supervisory and 
managerial force among the graduates of colleges and 
engineering schools, and to exclude the men in the shop 
from any possibility ofadvancement. On the whole such a 
policy is followed only by plants employing exclusively or 
mainly women. But there w increasing justification for the 
widespread charge that personnel managers pay more 
attention to a man’s school record than to his ability and 
character. 

To a certain extent this tendency 1s Counteracted by the 
steady increase in the number of people who finish high 
school and college --especially notable in the Middle West 
and Far West. Stull the emphasis on formal education puts 
a substantial premium on superior financial standing. For 
while it is true by and large that an able, industrious child, 
however poor, can always work his wav through high 
school and college if he wants to. it is also true that the 
child of well-to-do parents doesn't have to be particularly 
able to get the same formal education. The quantitative 
importance of this factor probably is not very great. But 
qualitatively itis areal problem. For it puts into question 
the promise to youth to be judged on its performance 
rather than on its origin which ts one of the most treasured 
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tradiuons of this country. Unwillingness to tolerate any 
breach of this promise accounts for the almost ridiculous 
fierceness with which the Middle West and Far West 
condemn the mild and innocuous nepotism of Boston and 
Philadelphia. It accounts for the ruthlessness with which 
the children of verv rich parents are excluded from 
political or business careers—to a point where it is almost 
impossible for the son of a very rich man to lead a useful 
life. The emphasis however slight on financial ability 
which ts impheit in the preference for peopte with a long 
formal training is thus seen as a substantial weakness of the 
industrial system and as a substantial favure to fulfil the 
promises of our society. 

It is therefore imperative for the corporation to make it 
possible for mon of ability to gain preferment regardless of 
the formal education they were able to acquire before 
going to work in industry. Opportunities to acquire a 
formal education must be provided for those willing and 
able to carry the extra work involved but not able to carry 
the financial burden of an education through the normal 
channels. Furthermore it would seem advisable for every 
corporation to think over the whole problem of educational 
prerequisites and to eliminate them where they are noth- 
ing more than devices to enable personnel managers to 
evade their dutv of testing the ability of the men under 
them. 

(3) Finally, the popular impression that the corporation 
fails to give substantial equality of opportunitics can be 
traced to a failure of the corporation to provide oppor- 
tunities in which a man can show his Jatent abilities. ‘This 
is partly the result of the tendency towards excessive 
specialization which would be countcracted by the train- 
ing of gencrally cducated men. But failure to provide an 
adequate proving ground for ability is also inherent in the 
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nature of modern big Business. In the mass-production 
plant there is a natu al tendency to keep a man on one job 
without attempting to find out whether he is capable of 
doing more than unskilled work. Also, in a big organiza- 
tion it is almost impossible to provide that contact 
between the man at the bottom and the executive which 
was natural in the small business; and thus the executive 
cannot pick out hkely-looking youngsters. This 1s what 
people mean when they say they would rather go to work 
in a small! business than in a large organization. Although 
the opportunities are infinitcly great in a big organization, 
the chances of being overlooked and the danger of being 
misplaced and forgotten In a corner are even greater. It is 
symptomatic that it is believed to be casier for young 
people to advance from subordinate clerical jobs in the 
financial, accounting, legal and sales departments than it 
is to advance in the plant; for those nonproduction 
departments still retain much of the flavour of small 
business organization. 

Thus the corporation has to find ways of giving its 
workers, especially its young workers, a chance to show 
what they can do and a personal contact with somebody 
Interested in what they can do. Perhaps nonce of the lessons 
which the war has taught industrial management Is more 
Important than that of the extent to which talent and 
ability in the plants had been allowed to go to waste in the 
years before the war. The success of the various “‘suggestion 
plans” and the success of the mass-upgrading should have 
taught us that the pre-war corporation had not learned 
how to give scope to the abilitics of its employees. 


Dignity and Status in Industrial Society 


All these complaints are familiar to anyone who has ever 
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studied the social problems of Amcrican industry. But 
even more familiar is the complaint that it is more difficult 
to-day for the individual to become independent than it 
was fifty years ago. Again it would probably be useless to 
try to prove or disprove this assertion statistically. What is 
really meant is that advancement in the modern cor- 
poration does not give the same satisfaction as was given 
by advancement in the small business society. The 
corporation of to-day undoubtedly advances a great many 
more people than ever became independent in the small 
business socicty of yesterday. It offers much higher 
economic reward—and perhaps Iess economic risk—to 
those it advanccs. But it seems to believe that economic 
rewards are in themselves enough, whereas the essence of 
‘ndependence”’ is a social and psychological satisfaction 
which cannot be replaced by economic satisfaction alone. 
Even a responsible executive in a big corporation is often 
not “independent” but dependent. He has no sphere of 
authority in which to fulfil himself as a_ responsible 
personality. And he docs not have the social standing 
which the independent small businessman of yesterday had 
in his community; in fact he has no standing in his 
community at all if he, as often happens, works for a 
branch plant or a subsidiary of a big corporation not 
domiciled in the community. 

That this is one of the basic problems of the modern 
corporation in Amcrica is proved by the reccnt attempts to 
unionize foremen. It can be proved statistically that as 
many foremen have a chance to advance into cxccutive 
ranks as evcr before—they may even have a bettcr chance 
than they used to have. Certainly their economic re- 
muneration is fully as good as that of the indcpendcent 
small businessman, if not better both absolutely and in 
relation to national income levcls. During the last 
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depression foremen were discharged wholesale by panic- 
stricken managements, in deplorable contrast to the sound 
traditional policy of keeping intact the supervisory force. 
But they certainly fared no worse than the average small 
businessman. Yet a substantial number of foremen seem 
to have come to the conclusion that theirs is not a middle- 
class position, and that foremanship is not, as it tradition- 
ally has been in this country, the first rung on the manage- 
ment ladder, but a dead cnd. Foremanship in short does 
not give adequate individual satisfactions. To a consider- 
able extent this was the result of special war-time conditions 
and dislocations. But a feeling as general and as wide- 
spread as the unrest among foremen—-which incidentally 
could be found in a good many plants long before the war 
—can only be explained with an inherent failure of the 
rewards of foremanship to measure up to the promises of a 
middle-class position. And what is true of the foreman is 
to a much greater degree truce of the worker. 

This shows that the problem of dignity andl fulfilment— 
of status and function—is real. It also shows that the 
problem cannot be solved alone by morc or better 
opportunities for advancement or greater economic 
rewards. It is futile to argue that there can be no question 
of a “proletarization” of the middle class because its 
cconomic position or its economic opportunitics arc 
improving. ‘To maintain a middle class with a middle-class 
mentality and a middle-class acceptance of society as 
meaningful, industrial society must also offer psycho- 
logical and social satisfactions. Itis even likely that the lack 
of dignity and fulfilment which is so obviously the major 
problem of industrial society, may only be aggravated by 
emphasizing economic opportunities and rewards. It is an 
oveisimplification—but not altogether a falsification—that 
dignity and individual fulfilment are so difficult to achieve 
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in industrial society because of its exclusive concern with 
economic advancement. 

“Getting ahead” is secn as the exclusive criterion of 
success. But inevitably only a minority can advance, only 
a minority of workers can become foremen, only a 
minority of foremen can become superintendents. If, as is 
the case in our society, advancement is seen as the only 
social goal, if every other satisfaction is regarded as 
subsidiary, the majority must necessarily feel dissatisfied. 
It is very likely that most of our present-day concern with 
‘shrinking opportunities” has little or nothing to do with 
those opportunities for advancement with which it 
professes to deal. It rather refers to the shrinking of the 
opportunities for sclf-fulfilment except in advancement. 
If this diagnosis is correct, it would explain the prevalence 
of the conviction that opportunities are shrinking. For 
total opportunitics, opportunities for advancement plus 
opportunities for self-fulfilment, would indeed be shrink- 
ing as the industrial system expands, even though this 
expansion brings about an increase in the opportunities for 
advancement. The realization of human dignity, the 
achievement of status and function would thus emerge as 
the major unanswered question ofindustrial socicty. 

The modern corporation as a child of laissez-faire 
economics and of the market society 1s based on a creed 
whose greatest weakness is the inability to see the need for 
status and function of the individual] in socicty. In the 
philosophy of the market society there is no other soctal 
criterion than economic reward. Henry Mainc’s famous 
cpigram that the course of modern history has been from 
‘tatus to contract neatly summarizes the belief of the 
nineteenth century, that social status and function should 
be exclusively the result of economic advancement. This 
emphasis was the result of a rebellion against a concept of 
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society which defined human position exclusively in terms 
of politically determined status, and which thus denied 
equality of opportunity. But the rebellion went too far. 
In order to establish justice it denied meaning and fulfil- 
ment to those who cannot advance—that is, to the 
majority—instead of realizing that the good society must 
give both justice and status. 

In its refusal to concern itself with the unsuccessful 
majority, the market society was a true child of Calvinism 
with its refusal to concern itself with the great majority 
that is not clected to be saved. Following Herbert 
Spencer, this belief is now expressed usually in the 
language of Darwinian “survival of the fittest”? rather than 
in theological terms. But this does not alter the fact that 
the philosophy of the markct socicty only makes sense if 
the unsuccessful are seen as “rejected by the Lord’ with 
whom to have pity would be sinful as questioning the 
decision of the Lord. We can only deny social status and 
function to the cconomically unsuccessful if we are 
convinced that lack of economic success is (a) always a 
man’s own fault, and (b) a reliable indication of his 
worthlessness as a human personality and as a citizen. 
But we have not been willing for a long time to accept 
Calvinism, at least not in this respect. It appears to us an 
absurd non sequitur that a man who does not make good in 
economic life will therefore also be a drunkard and beat his 
wife and children regularly—a proposition which, judging 
by their popular novels, seemed perfectly logical to the 
early Victorians. We cither are not prepared to regard 
economic success as conclusive evidence of a man’s worth, 
or we are not prepared to cast the worthless, that is, the 
unsuccessful, into outer darkness. We therefore have 
to-day the problem of giving social status and function to 
the masses without at the same time giving up the equality 
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of opportunity for the sake of which the eighteenth and 
nineteenth centurics destroyed the politically-determined 
status of the ancien regime. It is pcrhaps the biggest job of 
the modern corporation as the representative institution of 
industrial society to find a synthesis between justice and 
dignity, between cquality of opportunities and_ social 
status and function. 


Assembly Line ‘‘Mfonotony”’ 


What causes this lack of status and function, of in- 
dividual satisfaction and fulfilment in the industrial 
system? One standard answer has been that work in the 
factory—particularly in the modern mass-production 
factory—is so monotonous as to deprive the worker of all 
satisfaction. Instead of being a challenge to the worker’s 
creative faculties, work becomes a job to be done for the 
pay cheque. Monotony instead of creation, subordination 
to the machine instead of craftsmanship and workmanship 
—these are the traditional terms in which the problem has 
been discussed from William Blake’s bitter denunciation of 
the “Satanic Mill” to Charlic Chaplin’s satire of “Modern 
Times”. And it is the one critical statement about 
modern industry that even those industrialists are willing 
to accept who otherwise believe their system to be perfect. 
The labour-relations expert of a large corporation who 
said that ‘nobody with an IQ above moron should be 
allowed to work on the assembly linc’? was fairly re- 
presentative. 

There is a good deal to the traditional view. Charlie 
Chaplin’s movie was a gross parody, but a parody of 
somcthing that exists. Spccifically the assembly-line 
system of industrial production deprives the worker of 
satisfaction in his work in two ways: by the rigid sub- 
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ordination of every worker to the specd of the slowest man 
in the line, and by the confinement of the worker to one 
manipulation repeated endlessly which denies the satisfac- 
tion of finishing a job. An ex-automobile foreman turned 
garage mechanic said: ‘‘When I finish a repair job here 
and the car rolls out, I have done a job; back in Detroit the 
stack of sheet steel always remained the same however 
many fenders we turned out.” Unfortunately, these 
features of assembly-line work are encouraged by an 
‘fassembly-line mentality’ among modern management 
which believes that a worker is the more efficient the more 
machine-like and the less human he 1s. 

But it is also true that even in the highly mechanized 
mass-production plants assembly-line operations employ 
only a small part of the labour force. Above all it is true 
that the assembly line as employed in the final stage of 
automobile production and as caricatured by Charlie 
Chaplin, is neither the only nor always the most efficient 
application of mass production. The war has shown that 
the imposition of one working rhythm and speed and_ the 
confinement of the worker to one clementary mani- 
pulation are incidental rather than essential features of 
efficicnt mass production. 

Altogether it 1s probable that to blame ‘‘monotony”’ is 
both superficial and sentimental. Clearly, assembly-line 
work even of the most unskilled kind, is less monotonous 
than the great majority of agricultural pursuits such as 
weeding the corn patch, picking potato bugs off plants or 
setting out tobacco seedlings. Yet, the agrarian life is 
usually set up as the ideal against the “monotony” of 
modern industry—only too often by people who have spent 
all their life in the city. The slogans of “‘monotony” and 
of the ‘lack of creative fulfilment in industry” are based on 
the same totally false analvsis of human life and human 
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work as the “‘artistic temperament”’, the “poet who writes 
with his heart’s blood” instead of with ink, or the actor 
who “lives his part”; that is, they are adolescent and 
dilettante romanticism. Only the dilettante can afford 
to forgo monotony and to look for ‘‘creative fulfilment”. 
The professional is always the man who does a routine job. 
If there is anybody who, in the traditional explanation, 
stands for all the modern industrial worker lacks, it is the 
artist. Yet very few assembly-line jobs are as monotonous, 
as empty of creative fulfilment, and as tedious as to 
practice scales. 

The charge of “monotony” not only overlooks that 
monotony is inevitable, it overlooks that a considcrable 
amount of it 1s necessary and certainly good for the great 
majority of men. The opposite of monotony is insecurity. 
Monotony means simply that we know what is going to 
happen next. Complete monotony is certainly unbearable 
except for a moron. But complete insecurity 1s just as 
unbearable except for a madman. Any normal human 
being requires a fair amount of routine to remain sanc; 
‘battle fatigue” or “‘shell shock” arc but the mental strain 
that results from too litthe monotony and too much 
insecurity. The more creative ability a man has or the 
more responsibility he is willing to shoulder, the less 
monotony he needs. 

But real creative ability—ability to live largely in a 
world based on one’s own inner resources—is the rarest 
quality in the world. And the willingness to shoulder 
responsibility, while much more gencral, is still confined to 
a small minority. The well-known reluctance of most 
workers to accept a foremanship is not entirely due to a 
fear of responsibility; reluctance to break established social 
relations with one’s fellow-workers is often a potent and a 
very understandable reason. But the fear of responsibility 
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certainly plays a large part and leads to a desire for 
monotony, that is, for security. 

There are much deeper causes for the lack of industrial 
citizenship than monotony. To find them we must turn 
from the cmotional argument of ‘“‘monotony” to the few 
facts we have. 

According to all reports, women in mass-production 
industry do not suffer from “‘monotony”’ nearly as badly as 
men. This has shown up strikingly during this war when 
millions of women, mostly without any previous industrial 
expcrience, came to work on assembly lines and conveyor 
belts. Is it likcly that there are such profound differences 
between the sexes as to make a woman like the routine 
work which a man detests? If that were true what about 
the tradition that it is Eve and the daughters of Eve who 
always yearn for novelty? Is it not more likely that the 
difference between the psychological and physiological 
effects of routine work on men and women is a consequence 
of the obvious fact that women do not look on their work 
Ina plant as permanent, as their life’s work, as that which 
gives meaning and standing to their life? They sce in it 
usually an interlude between school and marriage from 
which they expect no satisfaction but the pay—and 
perhaps the chance to find a husband. Expecting no 
satisfaction in the work itself, they are not hurt by 
“monotony” and the absence of ‘creative fulfilment’’. 

Such a line of thought is corroborated by the famous 
experiments conducted in the late twenties by the Western 
Electric Company at Hawthorne, Illinois. In some of 
these experiments the conditions under which the worker 
opcrated were intentionally worsened and his work was 
intentionally made more monotonous. Yet his pro- 
ductivity increased, his fatigue went down and _ his 
satisfaction rose steadily as long as the attention and re- 
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cognition he received were increased. These cxperiments thus 
showed clearly that it is not the character of the work 
which determines satisfaction but the importance attached 
to the worker. It is not routine and monotony which 
produce dissatisfaction but the absence of recognition, of 
meaning, of relation of one’s own work to socicty. 
War-time experience has gone even further in teaching 
us the same lesson. In Great Britain, according to all 
observers, the war brought the industrial worker a satis- 
faction, a fecling of importance and achievement, a 
certainty of citizenship, self-respect and pride which he 
had never known before. Yct this went hand in hand with 
a tremendous increase in mechanization. In this country 
there is the example of the aircraft manufacturer on the 
West Coast who, in the early stages of the war, was faced 
with what appearcd to be an unsurmountable problem of 
bad morale among the workers: absentecism, “‘quickic”’ 
strikes, slow-downs and slipshod work. Increases in wages 
brought no improvement; nor did better hours, better 
transportation, good nurscrics for the children of em- 
ployces, improved shopping facilitics. Finally 1t was found 
that the workers had never seen any of the planes they 
were producing, had never found out where the part they 
worked on fitted and had never been told how important 
this part was to the total functioning of the plane. A big 
bomber was brought in and displayed on the factory 
grounds; the workers were invited to inspect it, to sit in it 
and to bring their wives and children along. When finally 
they were shown the part thcy were making in the 
bomber, and its importance was explained to them by a 
crew member, the bad morale and unrest disappeared at 
once. What had happened was that the worker was shown 
his status and function in the war effort as a rcsponsible 
and valuable member of society and of the nation at war. 
F* 
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These facts show very clearly what the problem is. 
There 1s a minor problem of ‘“‘monotony”. In many 
unskilled jobs in modern mass-production industry those 
workers who have ability and who are willing to take 
initiative and responsibility, have little or no opportunity 
to assert themselves. In the assembly-line jobs proper 
there is a good deal of frustration—resulting from the 
imposition of a uniform working rhythm and speed which 
are unnatural because they are not devcloped according 
to the worker's own co-ordination, but urc geared to the 
rhythm and speed of the slowest man on the line and then 
speeded up. There is also the muscular and nervous 
fatigue of unbalanced body motions and one-sided 
concentration which results from the confinement of the 
worker to one endlessly repeated manipulation. 

The major problem, however, is not mechanical but 
social: in mass-production industry the workcr has not 
enough relation to his work to find satisfaction in it. He 
does not produce a product. Often he has no idea what he 
is doing or why. There is no meaning in his work, only a 
pay cheque. The worker in his work docs not obtain the 
satisfaction of citizenship because he does not have 
citizenship. For as very old wisdom has it, a man who 
works only for a living and not for the sake of the work and 
of its meaning, is not and cannot be a citizen. 

In the war we made tremendous efforts to establish this 
relationship between the worker and his product, and in 
the emotional tension of total war this was comparatively 
easy. But how to attain it in peace when production 
again is for the individual consumer rather than for 
national survival? Hitler faced this problem; and his only 
answer was to make war the only goal of society. American 
industry will have to find a solution under which we can 
produce meaningfully for peace. 
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Can Uniontsm Do It? 


Two attempts have been made so far to solve the 
problem of industrial citizenship: industrial paternalism 
and industrial unionism. Both have failed to solve the 
problem. 

The failure of paternalism is obvious. Except for a few 
survivals which are just barely kept alive by respect for the 
“Old Man” who built the business, paternalism has 
become as good as extinct. The reasons for its failure are 
obvious too. It has been proved not only a false answer 
but a false answer to the wrong problem. It rests on the 
basic fallacy that pcople will take propaganda for reality. 
Paternalism attempts to give the individual in industrial 
socicty status and function by telling him that he has status 
and function. The problem of status and function in 
industrial society arises because in the modern plant the 
worker does not have the dignity and responsibility of an 
adult but is kept in the dependence of a child. Paternalism 
tries to make him feel like an adult by treating him like a 
good child. The result has been—at least in this country— 
that paternalist management has often Ied to greater 
dissatisfaction than the rule of a “‘tough boss’’. 

Management has large responsibilities for the worker 
which it cannot shirk. But the solution of the problem of 
function and status in the industrial system cannot be 
found in doing more for the worker, in giving him more 
social security, more welfare and recreational agencies, 
looking after him better. It can only lic in giving him the 
responsibility and dignity of an adult. 


To say that unionism has failed in any of its objects may 
scem a joke—and one in questionable taste—now that 
collective bargaining is the law of the land and the union 
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To say that unionism has failed in any of its objects may 
seem a joke—and one in questionable taste—now that 
collective bargaining is the law of the land and the union 
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shop all but compulsory. At the outset it has therefore to 
be made clear that the statement is not meant to deny 
obvious facts or to question the permanency of unions as 
the gencral and virtually compulsory organizations of 
industrial labour. It is most improbable that, even with 
the sharpest imaginable anti-union reaction in this 
country, the fact of unionization or its extent will be 
scriously questioned. The only major question will be 
whether the unions are to be, as to-day, independent, self- 
governing associations or burcaucratically run organs of 
the national government. Nationalization of the organiza- 
tions of labour would certainly not lead to a relaxation of 
labour taws and restrictions on management. On the 
contrary it would lead to extreme government control over 
business exercised in the name of the rights of labour—and 
it is thus surcly 1n the interest of corporation management 
to make it possible for the present unions to remain 
autonomous. 

But nevertheless the unions we have to-day in the mass- 
production industrics do not succeed in giving the worker 
citizenship in industrial society and are not capable of 
giving such citizenship. The effectiveness of thcse unions 
lics largely in their concentration on economic issues. They 
can add security measures—an annual wage, or seniority 
—to their demands for higher wage rates and. shorter 
hours. They can attempt to scizc a share of managcrial 
powcr, power over prices, policies or profits. But they are 
quite unable ever to subordinate demands for economic 
advantages or political power to the demands of society 
even though the members themselves seck in the union 
above all social integration in a community. 

A second point is that unions are in inception and basic 
nature negative; they are anti-bodies. They were designed 
to protect the worker against management, against society. 
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What is needed however is an integration of the worker as 
a partner tn the industrial system and as a citizen in 
society. The most powerful union leaders are unable to 
get their own unions to drop practices which are clearly 
anti-social and which, unless discontinued, will make 
government control of unions a certainty: jurisdictional 
strikes—clear blackmail against socicty; the initiation 
fee racket—a clear denial of equal opportunitics; the 
penalizing of efficiency and progress through “‘fcather 
bedding” which in levying a private toll on the nation 
comes close to highway robbery. I do not think that a 
single one of the major union Icaders of this country—with 
the possible exception of John L. Lewis—considers these 
practices justifiable or as in the interest of labour. Yet 
their combincd efforts have becn completely unavailing, 
simply because these practiccs are an esscntial mani- 
festation of the basically negative tradition of unionism. 
Altogethcr the union, like the corporation, is a basic 
institution of an industrial socicty. It has therefore to be in 
such harmony with socicty that the achicvement of its own 
ends furthers the realization of society’s basic belicfs and 
promises. But there is a deep conflict between the 
negativc—anti-industry, anti-socicty—Icitmotiv of Amcri- 
can unionism and the demand of society that the unions, as 
institutions, contribute positively to the welfare and fulfil- 
ment of socicty. This should not be an irresolvable con- 
flict. It may not be grounded in necessities of unionism— 
though unions evcrywhere have been afflicted with it;* it 
may be only the result of historical circumstances which 


* An extremely interesting study of this problem from the pro-labour 
side is Adolph Sturmthal’s ‘‘The Tragedy of European Labour’”’ (1943) 
which convincingly argues that the impotence and collapse of the 
apparently so powerful labour unions on the continent of Europe was 
the result of their inability to be anything else but the representative of a 
special interest against society. 
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no longer apply. And it is to be hoped that the unions can 
eventually become institutions of society rather than 
institutions against society, and can participate in the 
great and difficult job of integrating the worker as a 
citizen into industrial society. So far, however, they have 
hardly evcn tackled the job. 


THE FOREMAN: THE INDUSTRIAL MIDDLE CLAss* 


In a theoretical analysis of industrial society such as 1s 
given in the preceding section, the problems tend to 
crystallize around the two conceptual foci, cqual oppor- 
tunities and status and function. As we project this 
analysis into the concrete reality we see that the problems 
to be solved are quite different in the case of the industrial 
middle class, the foreman, and in that of the hourly 
worker. The foreman’s unsolved problem is almost 
exclusively that of middle-class status and function. The 
worker lacks equal opportunities as well as status and 
function. 

Only two generations ago, there were a few plants in this 
country where the foreman was a semi-independent 
contractor who had undertaken to supply a certain 
product or to do a certain process at a stipulated rate. If 
he could do the job more cheaply, the difference was his 
profit—in some cases his only compensation; if he lost 
out on the transaction the loss was his. In other words, 
the foreman was close to being an independent business- 


* This chapter was wmntten several months before the American 
Management Association published its report on the foreman situation 
in May of 1945, there is considerable agreement between that report and 
my conclusions 
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man, except that he did not own his capital equipment. 

It is clearly impossible to run foremanship in modern 
mass production industry along similar lines. But 
traditionally, foremanship is stil] regarded very much as 
being the highest position within the ranks of the working 
class and the first rung on the management ladder. This 
concept of foremanship distinguishes the American in- 
dustrial system sharply from the European. In_ this 
country, the foreman group is traditionally a middle class 
into which any able membcr of the lower class can 
graduate and from which any able man can graduate into 
the upper classes. Even in those countries in Europe 
which, like the Scandinavian countries, developed furthest 
towards a middle-class socicty, the industrial sphere has 
never been included in the middle-class concept. Fore- 
manship has indeed been the highest position within the 
European working class. But in no country in Europe has 
it ever been the first position within management. 
Management was not recruited from among the foremen, 
but from the outside—the college-trained engincers, the 
clerical, accounting, and selling departments. Foreman- 
ship in Europe has been a dead end—not a middle-class 
position, but in the working class. It may be said that in 
Europe the foreman has been very much like the long- 
serving, non-commissioned officer who will never get a 
commission. The Amcrican foreman too can be compared 
to a platoon sergeant; but traditionally he is at the same 
time a second licutenant, and a member of the same social 
group as the commanding gencral. 

On this unique position of the foreman depends to a 
very large extent Amcrican middle-class mentality and 
social structure in an industrial age. If we want to 
maintain this middle-class society, we must maintain 
the traditional position of the foreman. That means, 
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as far as the foreman is concerned, that we must maintain 
the opportunitics to rise into management and _ the 
middle-class function and status of foremanship. 


The Foreman’s Opportunities 


The foreman of the 1870’s who ran his own department 
at his own risk was In most cases unable to advance any 
further. Sixty years ago the only means of advance for a 
foreman was to obtain cnough capital to start his own 
business with his own capital equipment. It is still only a 
minority of foremen who can expect to be promoted. But 
to-day there are scorcs of jobs as superintendent, or plant 
manager, which have to be filled, and which are filled 
largely by promoting forcmen. Capital accumulation was 
undoubtedly much casier two gencrations ago when there 
were no income taxes. Personal loans of capital credit 
could be obtained under the banking mcthods of those 
days. Yet the opportunitics were still so limited as to be 
almost beyond comparison with the opportunities for 
advancement In Big Business to-day where the capital 1s 
already supplicd and where a foreman can advance 
exclusively on his merits as an executive. 

The question 1s, therefore, not whether therc are enough 
opportunities, but whether the opportunitics are “cequal’’; 
that is, whether selection for promotion is according to a 
rational and comprchensible scheme which the foreman 
can uncerstand, and which makes sense to him. 

This is one of the problems to which the concept of 
decentralization is supposed to supply the solution. We 
can therefore legitimatcly ask how a corporation which, 
like General Motors, is organized on the basis of de- 
centralization, tackles the foreman problem. 

There are three lines of attack. (1) In the first place 
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there is considerable emphasis throughout General 
Motors on applying to the foreman the objective yard-stick 
of base pricing and cost analysis. Each year the foremen 
make an cfficicncy budget of costs and output for their 
departments which focuses on three main criteria of 
productive efficiency: output per man-hour or (where 
labour with different skills is used together) output per 
dollar of wages; output per dollar invested in machines; 
rate of wastage of material and of tools through breakage, 
faulty work, etc. The budget, and the extent to which a 
foreman lives up to it, express the foreman’s abilitics both 
as a leader of men and as a mechanic; for shortcomings in 
either capacity will at once become manifest in lower 
efficiency. In drawing up these budgcts the foreman works 
with the division’s efficiency experts but theirs is primarily 
a service function—to render help and advice to the 
foreman. Thcre is a close parallel to the service staffs 
maintained by central management for the use of the 
divisional manager. The necessary check on the foreman’s 
efficiency is supplied, as in the case of a divisional manager, 
more by the competition with other foremen and thcir 
performance than by dictation from above. This way it is 
not only possible for cach forcman to know preciscly how 
he is doing, but management is given an objective, though 
incomplete, yard-stick for the determination of a foreman’s 
abilities as an executive. 

(2) Equally important, though far less gencral, are 
attempts to train the foreman for executive positions, and 
to test promising foremen in morc responsible jobs. The 
first is done in a number of divisions in spectal foreman 
courses. The aim of these courses is not only to teach the 
forcman the rudiments of personne] management but also 
to give him an understanding of the whole business and of 
the function of his department in it. At least as much time 
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is spent on discussing the problems of other departments 
and of the business in gencral as on the specific training of 
the foreman for his immediate job. In some few division: 
an attempt is made to rotate a foreman within the plant— 
usually by calling on him to substitute for a colleague on 
vacation or sickness leave. Occasionally, foremen are in 
similar ways tried out in bigger jobs, such as assistant to a 
gencral foreman. 

In a good many divisions, especially those 1n which the 
tradition of craftsmanship 1s sull strong, the top executives 
themselves take active part in the foreman training 
programmes and thus come to know the men and their 
individual abilities. In a few others which are particularly 
personnel-minded, it is made very clear through words 
and deeds that the divisional management 1s on the look- 
out for promising men and that it 1s in the interest of 
superintendents and plant managers to give their foremen 
all the opportunitics possible. 

(3) Finally, in half a dozen divisions definite attempts 
are being made to bring the foreman into the councils of 
management, if only in an advisory capacity. Manage- 
ment problems which concern either all foremen or the 
business as a whole are brought before informal mectings. 
The foremen are encouraged to speak their minds, and to 
ask for information; and an attempt is being made to 
make the foremen sec the problems of business and the 
reasons for policy decisions and rulings. These meetings, 
seldom formal, seem to afford a particularly good oppor- 
tunity for management to find out who is a good man, and 
seem also to be regarded by the foremcn as the best means, 
next to the yard-stick of cost analysis, to arrive at a fair 
basis for selection and promotion. 

But all this, even if developed to the fullest extent, would 
not achieve very much. Hence the question what could 
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be done is very actively discussed in Gencral Motors both 
from the point of obtaining an adequate supply of exe- 
cutives and from that of creating adequately equal oppor- 
tunities for the foreman. Of the many suggestions for 
improvement mentioned to me by General Motors 
executives, the following sound both promising and 
practical: 

A foreman, before being selected for promotion to a 
bigger job, should get some experience outside of his own 
ficld, if not outside of production altogether. ‘This would 
avoid over-specialization and would also give a broader 
basis for a rational judgment on promotion. The assembly- 
line foreman, for instance, should be asked to work as a 
foreman in a machine shop, if not in a clerical department 
or a service department. It was frankly admitted that in 
the short run this might be an expensive procedure as a 
good assembly-line foreman could hardly be expected to 
make a very valuable contribution to the accounting 
department. But the belicf was also cxpressed that, 
whatever the short-term cost, it would be repaid many 
times in Increased efficiency and understanding on the 
part of the foreman when returned to his old field, and in 
increased understanding and knowledge on the part of 
management of the quality of cach foreman. 

Along the same line was a suggestion to work oul a 
definite policy of trying out foremen in bigger jobs, such as 
that of assistant to a superintendent. It was felt that 
thereby management would not only learn a great deal 
about the real abilities of its junior executives; above all, 
the foreman would learn himself whether he 1s really able 
and willing to assume the added responsibility. To 
give the foreman a chance to find out for himself what 
a bigger job is like should result not only in a better 
and more satisfying sclection, but also in much more 
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contentment on the part of those not selected for pro- 
motion. 

It was suggested several times that promising foremen 
who had given proof of their fitness for bigger jobs should 
be given an opportunity for some intensive training— 
cither in courses for senior foremen or through some other 
form of “‘post graduate” training for promotion. This 
would climinate what was considered a particularly 
unsatisfactory feature of the present system: that a number 
of men who are promoted from foremanslup to a higher 
position, fail to do a good job because of lack of training, 
and have to return to their old job as foreman which 
makcs them feel disgraced and discontented. 

None of these ideas is put forward as a panacea. They 
illustrate however the fact that the problem of equal 
opportunitics for the industrial middle class is mainly one 
of technical imagination and organization; for the 
opportunitics themselves exist. They also show that, while 
still far from a completely satisfying solution, the problem 
is a soluble one. 


The Foreman’s Fob 


Far less favourable than the foreman’s equal oppor- 
tunitics are his status and function as the industria] middle 
class. It is actually doubtful whether there is a place for 
such a middle class in the industrial system. Certainly, 
during the last fifty years—and especially during the last 
fifteen—the foreman has lost rapidly in status, in function, 
and in the chance for individual fulfilment in his job. He 
has become, or at least tends to become, the ‘forgotten 
man’ of Amcrican industry. 

It is ironical that perhaps the gravest threat to the 
function and status of the foreman group has come from 
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the increase in his opportunities. The foreman of seventy 
years ago was directly under the owner or the chief 
executive of the business. This severely limited his 
chances to become more than a foreman without ac- 
cumulating capital; it is the development of the hicrarchy 
of executives between the foreman in the plant and the 
president of the corporation which has given the foreman 
group the chances for advancement which it has to-day. 
But the absence of this hicrarchy also gave the foreman an 
autonomous status and a vital function, comparable to 
that of the divisional manager of to-day. 

Seventy years ago, the foreman, even if not a semi- 
independent contractor, was a partner in managerial 
decisions and in policy making, and the undisputed boss of 
the workers under him. To-day, with a large group of 
exccutives above him, most of this function and authority 
of the foreman has been taken away. Managerial decisions 
are made on a level so far above his that it takes a deter- 
mined cffort on the part of management to kecp the 
foreman in contact with these decisions. To make him a 
partner in them is practically impossible. Production 
methods have become largely a matter of specialized 
technical training instead of being based on the foreman’s 
lifelong experience, the work is thus necessarily almost 
completely in the hands of process enginccrs, time- 
motion-study experts and trained production men. At the 
same time the growth of the industrial unit has macle it 
necessary for the business to have a Jabour policy binding 
on the foreman. This means that he no longer can hire 
and fire as he sees fit, that the decisions how to use the men 
under him is largely in the hands of a trained personnel 
manager with aptitude tests and timc-motion studics, and 
that there is very little scope for the foreman’s traditional 
job of training skilled workers. The growth of Big Business 
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has tended to deprive the foreman of all managerial 
function and to make of him a gang boss, whose job it is to 
sec that executive orders are carried out. 

Even this function has largely disappeared, as a result of 
the unionization of the workers, which has substituted the 
impersonal authority of a contract for the personal 
authority of the foreman. Also unionization means that 
questions of labour policy—whether raised by employer or 
employec—have to be handled on a level of management 
far above that of foreman since they arc likely to involve 
the entire plant. The insistence of most unions on carrying 
grievances and other questions of labour policy and treat- 
ment directly to plant management instead of to the 
foreman, on a centralized agency for hiring and firing, 
and on pushing aside the foreman in practically all such 
matters, is usually regarded by management as a sinister 
attempt to undermine discipline and managerial authority 
in the plant. But even if union leadership were most 
desirous to collaborate with management, It would still 
tend to go over the head of the foreman simply because, 
from the point of view of the union, it is a waste of time to 
negotiate with someone who lacks the power to make a 
decision, and who cannot commit the company to a 
definite policy. The foreman, caught between a strong 
union and a strong management, will normally try to 
shirk an issue in which he might have to decide between 
two so powerful groups. 

That the foreman himself regards his position as 
threatened shows clearly in the success of the recent drive 
to unionize foremen. True, this drive was caused as much 
by special and transitory war-time dislocations as by long- 
term disturbances. True also that a group can unionize 
without losing its middle-class character. The Newspaper 
Guild has not made “proletarians” out of reporters; nor 
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has the American Teachers’ Union made school teachers 
any Icss middle-class minded. Altogether a good case can 
be made out in favour of a professional association of a 
large middle-class group working undcr similar conditions 
and beset by the same problems. All this, however, misses 
the point. Foreman unionization is only a symptom. It is 
not the cause but only one expression of a pretty general 
change in the foreman’s outlook. This change in outlook 
is itsclfonly the result of a change in basic conditions under 
which the foreman has become less of a second lieutenant 
and increasingly a long-serving sergeant. 

This shows very clearly in the twofold way in which the 
terms ‘“‘executive” and “management” are used. So far in 
this book, I have used both terms so as to include the 
foreman. This is, indeed, the usage of General Motors top 
officials and ofsome of the divisional managers. This usage 
is howevar Opposed by some of their associates who feel 
that the foreman 1s not a part of management, cannot be 
organized on the basis of decentralization and does not 
have any share in managerial decisions. 

This split terminology reflects a split in the actual 
position of the foreman in the company. As a deliberate 
policy the foreman is put on a basis essentially different 
from that of the hourly workcr under him. He is on a 
straight salary which has to be at Icast one-third higher 
than the average of the five highest paid men working 
under him. He enjoys seniority rights im layoffs over the 
hourly workers. In regard to vacation with pay, retire- 
ment pension, and severance pay, he ts treated as a 
salaricd junior executive. In addition, several divisions 
have tried to set the foreman apart by providing special 
cafeterias for him, exempting him from time-clock punch- 
ing, etc. 

Beyond these formal provisions, there is however no 
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unity in the position of foreman. Some divisions try to 
make the forcman actually a member of management. In 
some of the smaller car manufacturers or accessory 
divisions the foremen not only fee] themselvcs a part of 
management but are a part of management actively and 
responsibly participating in managcrial decisions, pro- 
duction planning and labour policy. 

But there are also divisions, among them some very large 
ones, where the foreman is at best a gang boss. In one he 
is hardly even that. A special department of divisional 
management handles all hiring and firing, and also 
determines where cach worker is to work and how. For 
each worker and cach job, this department works out the 
best procedure through time-motion-studics, aptitude tests 
and discussions with the worker. The foreman is hardly 
even consulted. His only job is to see that the production 
method arrived at in collaboration with the individual 
worker is observed. He has no right to change it, though 
he may ask for a revision; the only thing he can do 1s to 
ack for the transfer of a worker with whom he cannot get 
along. 

In spite of these disparitics of thought and practice, 
Gencral Motors experience is clear enough on two points. 
The first is that the foreman himself does not want to give 
up his middle-class position, and that he will support 
managerial attempts to preserve it. This shows for 
instance 1n the fact that so far there has been com- 
paratively little pressure for foreman unionization within 
General Motors. Yet the Detriot area is otherwise one of 
the strongholds of the foremen’s union; and the war-time 
dislocations usually held responsible for the unionization 
drive were particularly noticcable in Gencral Motors with 
its tremendous war-time expansion. Even men within the 
foremen’s union itself told me ‘“‘off the record” of the 
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conviction of General Motors foremen that there is a 
genuine desire on the part of their top management to give 
them real authority, status and function. 

The sccond conclusion is that the extent to which the 
foreman can retain his middle-class status in modern 
mass-production industry depends on the extent to which 
decentralization functions. Wherever decentralization— 
at least in part—-has becn made to reach the foreman, he is 
a junior executive; wherever it has failed to integrate him 
into management he 1s no better than a gang boss. 

We can now answer the question whcther foremanship 
in modern mass-production industry is a middle-class 
position or not. It is not correct that the foreman ts a 
member of management and that he has status and 
function as such as the employers’ organizations maintain 
in their fight against the umonization of foremen. It is 
equally incorrect that the foreman in modern mass- 
production industry 1s not a member of management as Is 
asserted by the foremen’s union. What is correct is that 
the position of the foreman in modern mass-production 
industry is marginal. He can be made a member of 
management at the cost of scrious effort and hard work. 
Yet he can never be quite secure in his middle-class 
position; decentralization cannot be pushed all the way to 
the foreman’s level because of modern technology as well 
as because of modern labour relations. 

American industry in gencral not only has to work out 
systematic policics on foreman training; it will also have to 
make it a general practice to bring the foreman everywhere 
into the councils of management. These attempts will be 
well worth the cost—not only from the point of view of 
society but from that of the corporation as wcll. Without 
the active support of a consciously middle-class foreman 
group, management would be unable to maintain itself 
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within the plant; and without the active support of the 
industrial middle class frec enterprise would soon cease to 
enjoy popular support. Yet even if much more 1s being 
done to strengthen the status, function and authority of 
the foreman than appears possible at present, the social 
position of the industrial middle class is likely to be 
ambiguous. It is an in-between position between worker 
and management pertaining of the nature of both. If the 
working class is proletarized, the foreman will be pro- 
Ictarized too. 

If our industrial society splits into the civil war of the 
class-war concept, the foreman who lives betwcen the two 
camps cannot but be deprived of the autonomy and 
dignity of his traditional middle-class position. The 
foreman problem can never be solved by attempts on the 
managerial level alone. His position depends as much on 
the position of the worker under him as on his relation to 
the manager above him. If the worker too is integrated 
into the middle-class concept of American life—if in other 
words the worker too has status and function in industrial 
society—the foreman’s position in our society will be 
secure as a middle-class position. Otherwise it will at best 
be very precarious. In the last analysis the key to the 
solution of the foreman problem lics in the solution of the 
problem of the worker. 


3 


THE WORKER 


THE analysis of the foreman’s opportunities and middle- 
class position has made it clear that decentralization as a 
principle of industrial order can be applied only where 
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there is at least a rudiment of genuine executive functions. 
It cannot possibly be the basis for an integration of the 
worker into industrial society; for it is almost the definition 
of the industrial worker that he does not direct but is 
directed. 

Nowhere can the problem of the worker’s industrial 
citizenship be seen in purer form, and nowhere is the 
absence of a solution as grave a matter as in the Amcrican 
automobile industry. The automobile industry stands for 
modern industry all over the globe. It is to the twenticth 
century what the Lancashire cotton mills were to the 
early nineteenth century: the industry of industries. The 
performance of all industry is likely to be judged by it. 
Any solution it might find to give the worker citizenship 
in industrial society would become the general solution. 
No solution found elsewhere would have much meaning 
unless it could successfully be applied in the automobile 
industry. Detroit is ¢he industrial city per se; and, for better 
or worse, as Detroit goes, so goes industry. 

The automobile industry 1s also the industry with about 
the worst relations between labour and management—- 
surpassed by none in mutual bitterness, and matched only 
by such traditional sources of industrial infection as coal 
mining and rubber. The main cause of this industrial 
antagonism which belies the very foundation of American 
beliefs and promises is the absence of a workable solution 
of the twin problems of equal opportunitics and of status 
and function of the worker 

There are a good many other contributory causcs of the 
bitterness, distrust and hostility with which the labour 
situation in the automobile industry 1s charged. There is, 
first, the legacy of the 1937 sit-down strikes, which more 
than anything else prevents cither side from approaching 
a common problem in a spirit of understanding and 
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sympathy. Because of 1937, far too many people in 
management prefcr « vcn to-day to cscape into the belief 
that workers are a race apart and almost subhuman, and 
that all labour Icaders are crooks and gangsters, rather 
than face a difficult and dangerous problem. Because of 
1937, there are also far too many workcrs who avoid 
thinking by convincing themselves that all bosses are 
fiends. The years of sniping and backbiting of which the 
sit-down strikes were the climax have warped the per- 
spective even of the sanest men on both sidcs. 

An additional cause of conflict in the automobile industry 
is its Conce ntration in afew countics ofsouth-east Michigan, 
which isolates it from the rest of the country. There 1s 
furthermore a latent antagonism between the managerial 
group with its roots largely in the “fold stock” of the mid- 
western small town, and the workers who are very largely 
first or second gencration immigrants from castern or 
southern Europe, recent arrivals from the West Virginia 
and Tennessee hill-country or Negroes. Thus, there 1s a 
tendency, especially among the lower ranks of manage- 
ment, to fecl supcrior to the worker, or at least to see him 
as an alien. 

All these disturbing factors are cffective only because of 
the absence of an integration of the automobile worker into 
industrial society through equal opportunities and through 
status and function. The memory of the labour troubles of 
the thirtics, the lack of homogencity between manage- 
ment and labour, supply only the sparks; the dynamite 
lies in the fact that the automobile industry, as our youngest 
and most representative mass-production industry, ex- 
hibits the unsolved basic problem in its clearest form. In 
other ficlds this problem is still obscured by the traditions 
of the small shop, or by the rich lore of an old craft as in 
printing and steel making. Inthe automobile industry the 
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problem is in the open. Detroit and its smaller satellites in 
the automobile country are the industrial centres which 
most clearly pose the vital problems of industrial socicty. 
From one point of view this means that conditions in 
the automobile industry, in spite of all appearances to the 
contrary, are comparatively healthy; at least the wound 
is a clean one. Seen from another angle, however, this 
makes conditions in the industry most difficult and their 
solution most urgent. 

The extent to which the worker lacks equal oppor- 
tunities to advance shows clearly in the wav in which both 
management and labour look upon the worker’s chances. 
There is an ever-growing tendency among plant managers 
to depend on outside sources rather than on the men in the 
plant for their supply of foremen and other junior exe- 
cutives. The degree of an enginccring school or a college, 
or work in the clerical, accounting or sales departments, 
to-day constitute the preferred qualifications for foreman 
and junior executive In many mass-production plants. 
This is particularly pronounced in all assembly-line 
processes; even where an assembly-line foreman comes out 
of the ranks of the workers, he has rarely been an assembly- 
line worker. 

The worker shows his estimate of his opportunitics in the 
demand for seniority as the basis for promotion instead of 
achicvement. Even more revealing is the common belicf 
of mass-production workers that the only chance for a 
smart man to advance to-day lics in work in the union and 
not in work in the plant. Finally, there is the fact that the 
mass-production worker, on the whole, docs not want 
his children to follow in his footsteps; he is convinced 
that their best chance for social and cconomic advance- 
ment lies in avoiding work in a plant by going to 
college—a glaring contrast to the pride of the old crafts- 
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man in his traditional and often inherited profession. 

Even so, the opportunities for the hourly worker in the 
mass-production plant are much better than his status and 
function. The modern mass-production plant needs so 
many exccutives that, even with a growing reliance on 
sources outside the plant, a comparatively large number of 
workers achicve promotion eventually. But there is little 
chance for anybody below the exccutive level to find 
satisfaction in a job whose relation to reality is very 
obscure. For the great majority of automobile workcrs, 
the only meaning of the job is in the pay cheque, not in 
anything connected with the work or the product. Work 
appears as something unnatural, a disagreeable, meaning- 
less and stultifying condition of getting the pay cheque, 
devoid of dignity as well as ofimportance. No wonder that 
this puts a premium on slovenly work, on slow-downs, and 
on other tricks to get the same pay cheque with less work. 
No wonder that this results in an unhappy and dis- 
contented worker— because a pay cheque 1s not enough to 
base one’s self-respect on. Perhaps the best way to sum up 
is by quoting a craftsman of the old school whom I met 
years ago. He had just decided to leave a well-paid job 
in the automobile industry. When I asked him why he 
was unhappy In Detroit, he said: “The whole place is on 
rehef; even if they have jobs, they still behave and act as if 
they were unemployed.” 

There are two standard reactions to these facts. The one 
is to pretend that things are as they should be. This is the 
attitude both of the confirmed stand-patter and of the 
confirmed Marxist; for both conditions are precisely as 
they have to be under the capitalist system. That the one 
uncritically endorses, while the other uncritically con- 
demns, everything connected with this system, makes little 
difference in their basic negativism. Even less constructive 
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is the second reaction: that of the agrarian romanticist 
who considers industry the great betrayal, and who 
knows no answer except to make undone all that has 
happened during the last two hundred years. 

I am well aware that we have no workable solution to 
the problem; and nothing would appear to me to be more 
dangerous than the attempt to conceal this bv rhetoric or 
—the most dangerous deception of all—by advertising 
some “infallible” nostrum. But it also seems to me that the 
failure to find solutions so far does not prove that they 
cannot be found through hard work and hard thinking. 
We could not possibly have found lasting solutions in the 
very short time—not much more than fiftv years—since 
we first became aware that such a problem exists; and it 
was much later, probably not before the Great Depression, 
that this country first realized the central importance of 
the problem of the worker's citizenship ino industrial 
sacicty. 


Equalizing Opportunities 


The first and most obvious step to give the worker equal 
opportunitics is to offer him a training that will put him 
on an equal competitive level] with people who have had a 
chance to go to enginecring school or to college. In 
General Motors this is being attempted by the Gencral 
Motors Institute which offers many courses on basic as 
well as on special subjects, ranging from mechanical 
engincering to such lesser skills as operating a comp- 
tometer. 

One division on its own goes considerably further and 
has an elaborate system of apprenticcship schools supple- 
mented by special work offered at a near-by enginecring 
college for employees of the division. These courses are 
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devised in such a manner as to make anyone who success: 
fully finishes them eligible for promotion to a supervisory 
position. Thcy are partly given on company time though. 
in addition, six to cight hours of the worker’s own time are 
required each weck. It is the policy of this division to try 
to have every new worker in the ptant enroll in the 
programme. The programme has the full support of the 
forcmen, who in many cases are themselves graduates of 
this apprentice training scheme and who also furnish most 
of the teachers for it. Yet just cnough men have the 
energy and drive to go through the programme to fill the 
division’s need for junior exccutives—a good indication 
that there is little to the fear voiced sometimes that 
offering training facilitics to employees will lead to an 
unusable surplus of overtrained pcople. 

A second line of approach 1s to give men the opportunity 
to show latent talent and to acquire knowledge and 
training within the plant. This is done in some divisions 
by rotating workers periodically from job to job which 
shows what kind of a job the man is most fitted for. In 
some of these divisions an effort is made to give workcrs 
with ability a chance of proving themselves in responsible 
positions by trying them out in such jobs as that of 
job-setter or instructor for new employccs. 

Less promising in my opinion are several attempts to 
“screen out” capable workers fur jobs requiring greater 
skill or greater independence through forma] psychological 
or aptitude tests, as is advocated by some of Gencral 
Motors’ personnel experts. Such tests never measure the 
important thing, the integration of specific traits and skills 
into a personality. While they can say with a fair degree 
of rchability that a man is unfit for a particular line of 
work requiring definite qualities of the mind or of the 
hand, they can never tell what a man is fit for, Iet alone 


AS A SOCIAL INSTITUTION 188 


whether he is fit for a position of leadership. But even if an 
infallible test could be devised, its use as a basis for 
promotion would be ill-advised, for it would lack precisely 
that clement of rational comprchensibility which a 
scheme of promotions must have to fulfil the promise of 
equal opportunities. However, in deciding where a new 
man should start, there 1s probably a ficld for tests, 
particularly if used as a complement to experienced 
judgment rather than as a substitute for it; perhaps as 
suggested by ons executive, we could thus direct the Icast 
able and Jeast ambitious workers into the most mechanical 
jobs. 

Finally, some divisions use methods of stimulating the 
worker’s intercst in his work. These include not only 
information about his job but also definite rewards for 
inventivencss and for an analytical attitude on the part of 
the worker. These methods, while definitely designed to 
provide tests of individual abilities as a yard-stick for 
advancement, find their widest application in respect to 
the problem of status and function. 


The Plant Community 


As for the worker's status and function the war showed 
us how much there is to be done and a few things that can 
be done. The war brought into the plants hordes of 
people who had never before been inside a factory, and 
who did not just accept industrial conditions as a matter 
of course but wanted to know why they were doing what 
they were expected to do. The difficulties in using these 
new employees in the traditional fashion forced a good 
many plant managers to develop new methods. In 
addition, the war supplicd an emotional factor which 
made production meaningfwl—in marked contrast to 
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whether he is fit for a position of leadership. But even if an 
infallible test could be devised, its use as a basis for 
promotion would be ill-advised, for it would lack precisely 
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particularly if used as a complement to experienced 
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us how much there is to be done and a few things that can 
be done. The war brought into the plants hordes of 
people who had never before been inside a factory, and 
who did not just accept industrial conditions as a matter 
of course but wanted to know why they were doing what 
they were expccted to do. The difficulties in using these 
new employees in the traditional fashion forced a good 
many plant managers to develop new methods. In 
addition, the war supplicd an cmotional factor which 
made production meaningful—in marked contrast to 
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peace-times. This, too, showed what should be done as 
well as a few things that could be done. While the 
emotional stimulus of war production was ephemeral, 
some of the lessons of war should—and perhaps will—be 
remembercd now that the war is over. 

The first great Iesson which might be applied to peace- 
time industrial society is the flexibility of the concept of 
modern mass production. Prior to the war, mass- 
production techniques were on the whole applied with a 
rigidity which saw in the automobile assembly line the only 
valid use of the concept of mass production. The war 
showed that this type of assembly line is neither the only 
application of the concept, nor in all circumstances the best. 
It showed further that the concept of the human con- 
tribution to production as a minor appurtenance to the 
machine that was inherent in the orthodox assembly line, 
is neither the only possible concept, nor always the best. 
We learned that mass production is much more than a 
technique. Itis a broad concept based on the combination 
of three factors: standardization and interchangcability of 
parts; a principle of production which sees cach process as 
a composite of elementary and unckiled manipulations; 
and a principle of materials contro] which atms at bringing 
all picces needed for any given step of the opcration to the 
operator at the same time. 

The new understanding has tremendously expanded the 
ficld to which mass-production methods can be applied. 
We have learned that any operation can be handled by 
modern mass-production methods if the volume is only 
large cnough. Neither the difficulty of the operation nor 
the precision required make much difference. This 1s 
perhaps the greatest single technological advance made in 
this generation. At the same time we have learned that it 
is neither necessary nor always efficient to organize all 
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mass production in such a manner as to have the majority 
of workers confine themselves to doing one and only one of 
the elementary manipulations. We have learned that we 
can, though not always, organize mass production in such 
a manner that the individual workcr is not ticd to the 
speed and rhythm of an assembly linc, that is to the speed 
and rhythm of the slowest and most uneven member of the 
chain. And it is the subordination of the individual speed 
and rhythm to that ofa line that is responsible for most of 
the fatigue and nervous disturbance caused by assembly- 
linc work. We have also learned that it is not necessary, in 
all operations, to confine the worker to one endless 
operation which 1s never finished, and which never 
finishes anything—the factor most responsible for the lack 
of satisfaction in assembly-line work. 

There are countless cxamples of our new freedom in 
using mass-production methods. Again and again during 
the war, unskilled workers had to be used for a new and 
highly skilled job, simply because skilled men were not 
available. It was impossible to “lay out” the job in the 
usual assembly-line fashion in which one_ unskilled 
opcration done by one unskilled man is followed by the 
next unckilled operation done by the next unskilled man. 
The way out of this dilemma was to reconstruct—as In a 
jigsaw puzzle—a skilled job out of its unskilled com- 
ponents. The opcration was broken down into its un- 
skilled components like any assembly-line job. But then 
the unskilled components were put together again with the 
result that an unskilled worker, doing a scrics of un- 
skilled operations, actually performed the job of a highly 
skilled mcchanic—and did it as reliably and as cfficiently 
as had been done by skilled men. Yet cach man turned 
out a complcte part at the speed and with the rhythm best 
suited for him. Each new employee worked through the 
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peace-times. This, too, showed what should be done as 
well as a few things that could be done. While the 
emotional stimulus of war production was ephemeral, 
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perhaps the greatest single technological advance made in 
this generation. At the same time we have learned that it 
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mass production in such a manner as to have the majority 
of workers confine themselves to doing onc and only one of 
the elementary manipulations. We have learned that we 
can, though not always, organize mass production in such 
a manner that the individual workcr is not tied to the 
speed and rhythm of an assembly linc, that is to the speed 
and rhythm of the slowest and most uneven member of the 
chain. And it is the subordination of the individual speed 
and rhythm to that of a line that 1s responsible for most of 
the fatigue and nervous disturbance caused by assembly- 
line work. We have also Icarned that it is not necessary, in 
all operations, to confine the worker to onc endless 
operation which is never finished, and which never 
finishes anything—the factor most responsible for the lack 
of satisfaction in assembly-line work. 

There are countless examples of our new freedom in 
using mass-production methods. Again and again during 
the war, unskilled workers had to be used for a new and 
highly skilled job, simply because skilled men were not 
available. It was impossible to “lay out” the job in the 
usual assembly-line fashion in which one unskilled 
opcration done by one unskilled man is followed by the 
noxt unkilled operation done by the next unskilled man. 
The way out of this dilemma was to reconstruct—as in a 
jigsaw puzzic—a skilled job out of its unskilled com- 
ponents. The opcration was broken down into its un- 
skilled components like any assembly-line job. But then 
the unskilled components were put together again with the 
result that an unskilled worker, doing a scrics of un- 
skilled operations, actually performed the job of a highly 
skilled mcchanic—and did it as rehably and as cfficiently 
as had been done by skilled men. Yet cach man turned 
out a complete part at the speed and with the rhythm best 
suited for him. Each new employee worked through the 
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analysis of his job. ‘‘We take him into our confidence” 
was the way one personnel manager put it. He was then 
given a chart which showed the opcration, step by step; for 
every step it gave a list of the things the worker had to look 
out for—temperature, speed, etc. Finally the chart gave 
for every step the reason why it was being done and what it 
achicved. 

An even more radical departure from the layman’s 
picture of the assembly line as something based on gadgets 
could be found in a General Motors accessory division in 
Michigan which was making bomb sights for the Royal Air 
Force. Here the main problem was not onc of speed and 
precision but one of balancing several dozens of extremcly 
delicate instruments against cach other in the final 
assembly, something like the well-known children’s game 
in which several little beads in a closed case have to be 
coaxcd into holes. This required not only infinite patience 
but a complete absence of tension which was finally 
achieved by standing the assembly-line technique on its 
head. The most advanced methods of materials-flow were 
used and every worker on the final assembly line received 
at the same time all the parts necded for his job. But the 
object of this was not, as on the traditional conveyor belt, 
to impose speed on the worker but to slow him down to a 
leisurely and relaxed pace. Each assembly-line worker did 
the entire assembly job. The parts for the next job did not 
arrive until he signalled for them. On the final job of 
balancing there was no time limit at all—in some cases the 
parts ‘‘clicked”’ in a few minutes, in others it took days. 
If the balance was not achieved on the first few tries, the 
worker had to take out some time, either resting or 
working on another purely mechanical job. 

This was admittedly a freak. Yet it contained important 
lessons. The job had been tackled by several first-rate 
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engineering firms in this country and in Britain. They all 
had tried to use the orthodox assembly line and had failed 
to get any production. They concluded that the bomb 
sights could not be made by modern production methods 
at all; and that was undoubtedly a correct conclusion as 
far as traditional assembly-line techniqucs were concerned. 
The final solution, however, not only showed that modern 
methods could be used. It also showed that properly, 
that is imaginatively, applied, these methods would 
produce bomb sights many times faster than the skilled 
craftsman could, and at a fraction of the cost. And though 
they have no data to prove it, the executives responsible 
are convinced that these methods, developed to cope with 
an emergency, would prove faster and cheaper if applied 
to several products normally turned out on the orthodox 
assembly line. 

Equally illuminating is the experience of another 
division producing electrical accessorics. This division was 
suddenly called upon to increase the production of an item 
badly needed by the Navy. It had been producing this 
item all along; morcover it was a product closcly re- 
sembling one of its main peace-time products. There 
should have been no problem of design or production 
methods. But the man-power shortage in its own area 
forced the division to move the job to another city with a 
surplus of labour, though of completcly unskilled and 
inexpericnced labour. Hence the job—originally semi- 
skilled—had to be redesigned for unskilled men. The 
solution, apparently developed independently, was the 
same as in our first example. The skilled job was re- 
constructed as a series of unskilled operations to be 
performed in sequence by the same workcr. Each worker 
was taken individually through the process of designing 
the whole series of operations. He was shown the finished 
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enginecring firms in this country and in Britain. They all 
had tricd to use the orthodox assembly line and had failed 
to get any production. They concluded that the bomb 
sights could not be made by modern production methods 
at all; and that was undoubtedly a correct conclusion as 
far as traditional assembly-line techniques were concerned. 
The final solution, however, not only showed that modern 
methods could be used. It also showed that properly, 
that is imaginatively, applicd, thcse methods would 
produce bomb sights many times faster than the skilled 
craftsman could, and at a fraction of the cost. And though 
they have no data to prove it, the exccutives responsible 
are convinced that these methods, developed to cope with 
an emergency, would prove faster and chcapcr if applied 
to several products normally turned out on the orthodox 
assembly line. 

Equally illuminating is the experience of another 
division producing electrical accessorics. This division was 
suddenly called upon to increase the production of an item 
badly needed by the Navy. It had been producing this 
item all along; moreover it was a product closcly re- 
sembling one of its main peace-time products. There 
should have been no problem of design or production 
methods. But the man-power shortage in its own area 
forced the division to move the job to another city with a 
surplus of labour, though of completely unskilled and 
inexpcericnced labour. Hence the job—originally semi- 
skilled—had to be redesigned for unskilled men. The 
solution, apparently developed independently, was the 
same as in our first example. The skilled job was re- 
constructed as a scrics of unskilled opcrations to be 
performed in sequence by the same worker. Each worker 
was taken individually through the process of designing 
the whole series of operations. He was shown the finished 
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product and its functions and Iced back, step by step, to the 
first manipulation. Several thousand new workers, 
practically all without previous industrial experience, 
produced a precision product within a few months, 
though there had been fewer than fifty men from the old 
plant to instruct and to lead them. This new and im- 
provised plant apparently produced as fast and as cheaply 
as the old methods used in peace-time. Exact comparison 
is not possible, but as far as the available data go, they 
seem to show that the new technique which replaced the 
assembly-linc-in-space by an assembly-line-in-concept, and 
which thus enabled one man to turn out a finished product 
all by himsclf, was as efficicnt technically as the old 
methods. And of course it was many times morc efficient 
in terms of human satisfaction, identification of the 
worker with his work and understanding of product and 
process by the worker. 

The second great lesson of the war was that it is really 
not truc that the worker is happy and contented if he gets 
nothing out of his work except the pay cheque, or that he 
is not interested in his work and in his product. On the 
contrary, he yearns for a chance to know and to under- 
stand as much as possible about his work, his product, his 
plant, and his job. Plant management was forccd to use its 
Imagination to establish a relation between the war- 
worker and his product, not out of humanitarian reasons 
but for the sake of greater efficiency. The result of such 
attempts was everywhere an increase in efficicncy and 
productivity, as well as in worker morale and satisfaction. 

One of the smaller divisions of General Motors in 
northern Michigan converted from the production of 
steering gears to army carbines. This made neccessary a 
considerable expansion of production and employment 
with most of the new workers entircly alien to industrial 
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processes; at the same time, the job required great care 
and precision. The management worked out a plan under 
which a special department of skilled men was entrusted 
with the training of new employees. The new worker was 
first put on a machine and left there working for a few 
days to become familiar with the “‘feel’’ of industrial work, 
the atmosphere, noise and smell of a big plant. Then a 
man from the special department took him—or her; most 
new workers were women—out to the target range, 
showed him a carbine, took it to pieces, explained how it 
works, and showed the part on which he himsclf worked. 
Then the newcomer was asked to fire a few shots with the 
carbine. How important precision is, was being shown by 
dircct demonstration. Aftcr the new workcr had fired a 
carbine in which the part which he himself produced was 
accurate according to specifications, he was given a car- 
bine in which his part was too small or too big; the effcct 
on the functioning of the rifle was immediately apparent. 
After this, the representative of the special department 
and the worker sat down together to work out the most 
efficient production methods based on time-motion- 
studies of the job and on the individual’s rhythm. In cach 
case, the precise procedure was worked out individually 
and with duc consideration for the worker’s individual 
physical and psychological characteristics. Most im- 
portant, it was the worker himself who worked out the 
procedure and set the schedule, with the trained cxpert 
confining himself to guidance, advice and assistance. The 
final result was then drawn up in a chart. The worker 
knew not only what he did at every step but also why. 
This established a direct relationship betwcen the worker 
and his contribution to the war effort through his work, 
and an acceptance of the most advanced methods of 
production on his part as something he had worked out 
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himself. In a district known for its high labour turnover 
and abscntccism, this plant succeeded in keeping both 
below the peacc-time ratio. Perhaps even more important 
was the fact that the production schedule established by 
the worker himself topped in almost all cases the norm set 
by time-motion-studies; and the actual performance 
excceded in a good many cases that of the production 
schedule. So successful has the plan been that this 
division is firmly determined to maintain it aftcr re- 
conversion to peace-time production. 

A good many managers have realized under war- 
pressure that the worker who takes pride and interest in his 
work is a better worker and a better citizen. They have 
also come to understand that, in the past, they have been 
deficient in imagination and have failed to sce both the 
workcr’s need for a relation to his work, and the ways in 
which this need can be answered. Early in the war one 
divisional manager of Gencral Motors—a model employer 
with very good welfare and training facilitics for his 
workers—almost turned down an offer from the Army to 
bring to the plant one of its big bombers for which the 
division was producing several hundred vital but small 
parts. It seemed to him not only a waste of time that 
would be better spent on production, but also without 
intercst to the workers. To his amazement, this visit 
created the most intense excitement among the workcrs 
and resulted in an almost unbclicvable increase 1n morale 
and productive efficiency. It was not, however, the story 
of the exploits of the bomber in combat which made this 
impression but the interest of the bomber’s maintenance 
crew in the production of the plant. It was from the 
maintenance crew that the workers first learned what the 
parts were which they had been producing for two years, 
where they were used in the bomber, and how important 
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they were. It had never occurred to management to 
inform the workers of such elementary facts; nor had it 
ever occurred to management that knowledge of these facts 
might have any effect on worker morale and productivity. 
The manager has himself concluded from this experience 
that it is his most important reconversion job to establish a 
relationship between the workers and their pcace-time 
product as close and as satisfying as that established by the 
bomber visit. 

The third lesson for post-war policy that is to be found in 
the war expcrience is the extent to which 1n our pre-war 
cconomy we Ict go to waste that most precious of all 
creative assets, human inventiveness and imagination. 
The war-time suggestion plans aimed at improving 
technological cfficicncy by providing a mechanism for 
workers to make suggestions, and by rewarding them for 
successful suggestions. They were a real help to war 
production wherever new products or new processes had 
to be developed. And even in plants which continued 
pretty much on their pre-war basis, they were a tre- 
mendous succcss as far as the interest of the workers was 
concerned—proving again the fallacy of the argument that 
the worker is interested only in his pay chequc and not in 
his work. 

In the one year 1944 the 400,000 employees of General 
Motors made more than 115,000 written suggestions for 
improvements. Even taking into account the emotional 
stimulus of the war and the fact that—in contrast to the 
carcfully planned peace-time production—thcre was much 
room for improvement in the hastily improvised and 
continually changing production of war goods, the total of 
suggestions Is staggcring. And it should not be forgotten 
that for every suggestion made in writing there was 
probably another made orally and without a record, 


1g2 BIG BUSINESS 


and another which a worker meant to make but never did. 

At the same time only one quarter of the 115,000 
suggcstions madce—some 28,000—wcre usable, the rest 
were useless. Divisional managers on the whole Icancd 
over backward to accc pt suggestions; all suggestions were 
carcfully investigated by a committcc of plant cxccutives 
who had instructions to usc as many suggcstions as 
possible. A worker did not have to have the answer for his 
suggestion to be accepted; it was sufficient for him to have 
had the germ of a usable idea. Yet, three quarters of all 
suggestions could not be used. That the great majority of 
workers had not learned cnough about the plant to 
understand their own work, shows that the plant does not 
offer them adequate facilitics for Icarning, just as the 
numbcr of suggestions made proves that they want to 
learn and are eager to take an active part. 


Where to Begin? 


There arc three conclusions to be drawn from. this 
analysis of the war-expericnce. The main job lies in the 
field of imagination and attitudes—on the part of manage- 
ment as well as on that of labour. The best place to start 
are such non-controversial, purely technical fields as 
working methods, products and community life in the 
plant. Finally it must be realized that, at present, we do 
not know enough: to treat the problem itself; we can only 
doctor the symptoms. But while such “social gadgetcer- 
ing’ will not solve any of the problems it may give both 
management and labour the imagination to work on the 
problems themscelvces—imagination they lack at present. 

There are several arcas in which work—even though 
only “‘gadgetecring’’—seems possible: The one in which 
important results might be achieved fastest is clearly that 
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of the imaginative use of mass-production methods. For 
work in this area requires precisely the technical imagina- 
tion in which modern management exccls. Not that 
results will come fast. In the reconversion period most 
plants are going back to the orthodox methods used before 
the war; and we would not want them to do othcrwise as, 
during this period, our first consideration must be 
maximum speed and maximum cmployment rather than 
experimentation. Also, there are a good many processes— 
the final car assembly 1s one—wherc the orthodox assembly 
line will remain the only efficient method of production. 
But because industrial managers are trained to think in 
terms of cost per unit, the imaginative application of mass- 
production methods with its promise of greater cfficiency 
may come more casily to them than work or thought not 
directly related to costs. For this reason we need a 
systematic cvaluation of the haphazard, almost accidental 
devclopments of the war pcriod, and a sound and con- 
sistent theory of the mass-production concept. Listening 
to enginecrs and production men talking about their 
experiences with mass-production methods—many of 
them quite oblivious of the fact that they were actually 
doing new things—I was struck again and again bv the 
need for a new theory of mass-production technology, 
more or Iess a complement to Frederick Taylor’s famous 
studics but with the focus on the individual workcr rather 
than on the individual manipulation. 

In the relationship between worker, product and plant 
—the second area in which constructive work is possible— 
we should try to attain in peace-time the same identi- 
fication with the product and the interest in it that were 
the result of patriotic fervour and of the glamour of war 
production. Admittedly, to turn out hinges for automobile 
doors is less dramatic than to turn out the same hinges for 
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aeroplane cockpits. Yet cven work on ordinary door 
hinges is more satisfying and more meaningful to the 
worker if he knows what the product is, what it is being 
used for and how it is being made. Not that we should 
make the worker into an expert engineer or a production 
man; but it is unnecessary and demoralizing that so many 
workers in the modern plant know neither how their 
machine works nor what mass production is. 

This is not the place nor am I competent to discuss the 
tcchniqucs of this new job of labour relations. But it is 
fairly obvious that they would have to be based on a 
complete reversal of what normally—and wrongly—is 
considered the basis of such relations: to tell the worker 
what he is supposed to be wanting to know. The basis 
must clearly be a willingness to listen to the worker in 
order to find out what he really wants to know, and what 
he does or docs not know. For this purpose the unusable 
majority of workers’ suggestions for technical improve- 
ments might be used. For “‘worthless” suggestions should 
tell a great deal about the worker’s wants, needs and 
desires. The very fact that a suggestion has been made, 
attests not only to the worker’s interest in his job but also to 
his feeling that the job is not done as well as it could be. 
And because every suggestion is concrete and arises out of 
the workcr’s own expcricnce, conversation, demonstration 
or instruction based on it is directly relevant to the 
worker, in marked contrast to leaflets, specches or 
‘“cducational hterature’. For this reason alone, every 
effort should be made to retain the suggestion plan in 
peacc-times. 

This is generally accepted. Yet few suggestion plans 
have ever been really successful in peace-times. There are 
two major obstacles: 

First there is the foreman’s attitude toward a plan under 
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which his subordinates are expected to make suggestions 
for better working methods. During the war whcn most of 
the products and processes were new and untried, it was 
easy for the foreman to admit that the workers under him 
knew more or better than he himsclf; for nobody knew 
much about the product or the process at the start. In 
peacc-time, however, the average foreman is apt to resent 
it as criticism of his efficiency and ability if one of his 
workcrs is able to suggest an improvement which had 
escapcd the foreman himsclf. In the past this has been a 
serious problem. Perhaps the answer would be to have the 
foreman himself benefit financially from successful 
suggestions for improvement made by members of his 
department. 

Much morc difficult is the reluctance of workers to 
suggest an improvement which will make production more 
efficient and thus deprive {cllow workers of their employ- 
ment. During the war, when every plant could use more 
people than it could get, this was a comparativcly minor 
problem. Even so, employers found it advisable to 
compensate workcrs affected by an improvement suggested 
by onc of their fellow workers; otherwise, even under war- 
time conditions, there would have been terrific pressure 
against such improvements as contrary to the interests of 
labour. In pcace-time, as all past experience has shown, 
this pressure tends to become so heavy as to make it 
virtually prohibitive for any worker to suggest an 1m- 
provement. Obviously this is intimately connected with 
the problem of full employment. But even in very good 
times thcre is an apparcntly irreconcilable conflict 
between the workcer’s desire to show his ability, and his 
loyalty to his fellow workcrs. However much this loyalty 
may be deplored by the theoretical economist who holds 
that labour in the long run will benefit most from 
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technological advance, it is not only an ineradicable, it 1s a 
commendable attitude. 

To resolve this conflict several industrial plants have 
tried to eliminate the features which make a successful 
suggestion appear a threat to the plant community. One 
accessory division of Genera] Motors which for twenty 
years has operated a suggestion scheme with good success 
promises that for a considerable pcriod no suggestion will 
lead to decrease in employment or to an increase in the 
number of pieces cach workcr on the job is supposed to 
turn out per dollar of pay. A successful suggestion thus 
means higher production but also higher pay for all and 
unchanged employment—at least for a considerable 
period. But while this minimizes the conflict, a resolution 
can only be reached if we succeed in enlisting the worker’s 
loyalty to his fellow workers on the side of the suggestion 
plan, that is, if we make the individual workcr’s suggestion 
profitable and advantagcous for the plant community. 

This is the principle on which Soviet Russia has been 
running its industrial suggestion plan which is the perhaps 
most successful feature of the Russian industrialization 
drive. We might well study seriously the Russian policy 
which sects aside half of the savings resulting from a 
suggestion during the first twelve months for such services 
to the plant community as housing, a plant hospital or a 
plant school. However, the forms in which the workers of 
a Russian plant benefit from a suggestion mace by one of 
their number could hardly be adopted in this country; 
they are straight paternalism. But it might be cfltctive to 
use part of the savings rcsuiting from a suggestion to 
insure the plant community against the three things the 
modern worker fears most, chronic sickness, old age and 
unemployment. Such insurance funds would not put the 
workcr and his private life under the patcrnalist control of 
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his employer; and they might well be supervised by joint 
labour-management boards. The chronic-sickness pro- 
visions would probably be restricted to cases not covered 
by the ordinary sickness and accident insurance in force 
in plants to-day, but to those rare but particularly dreaded 
cases of uninsurable chronic illness which stop a man’s 
earning powcr completely. These suggestions may be 
entircly impractical or ineffectual. But they indicate how 
the problem could be tackled. 

Suggestions, while the obvious, are not the only means 
to enlist the workcr’s active participation in his work, and 
to promote his understanding of the plant and of his place 
in it. Our experience indicates that we might make him a 
party to the laying out and planning of the job he himself 
is doing. We have mentioned several instances where this 
was done during the war, for instance, in the production of 
carbines at a plant normally making stecring gears. Of 
course, the worker would not and could not actually plan 
more than the details of his job. The main responsibility 
for production and processcs must always remain in the 
hands of trained men. But the man on the machine could 
find out for himsclf what it is that has been worked out for 
him and why. And he could, by working through the 
process under an instructor, fit the job to his own best 
speed and rhythm. Thus he might not only derive much 
grcater satisfaction from his work but might bccome 
capable of sceing his own job from the management’s 
angle of vision. 

At the same time, an attempt should be made to satisfy 
the worker’s intcrest in the business that cmploys him. 
The need for this has been recognized increasingly during 
the last decade or so, which has led to such things as the 
publication of annual “‘reports to the employccs’’ which 
try to give all the facts management belicves to be of 
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interest to the worker. As far as I can see most of these 
reports fail because they are transparent and rather inept 
propaganda and because they are condescending and 
written with a ‘“‘papa-knows-best” attitude. What is 
needed is a serious and adult effort to supply the answers 
the worker wants to know, instead of giving him the 
answers management expects him to want to know. In 
any event the questions should come from the worker. 

But measures and policies to give the worker a relation 
to his work or an understanding of it, in short psy- 
chological satisfaction, while essential, are not enough. 
Fecling, knowledge, understanding, satisfy only if they can 
express themselves in initiative and responsibility, that is, 
in doing. Without the reality of active participation, 
psychological satisfaction will not only be ineffective, it 
will boomerang and become the basis of even greater 
frustration. Not to have seen this was the fundamental 
weakness of indust’ .al paternalism and the chief cause of 
its fall. In order to give the worker industrial citizenship, 
status and function in an industrial society, a determined 
attempt will have to be made to give him initiative and 
responsible participation. 

There is another reason why such an attempt scems 
particularly important: it is the most dircct way to better 
labour relations. No one who has ever participated as an 
outsider in the settlement of a labour dispute can have 
failed to notice that one important cause of the trouble is 
mutual misunderstanding. The so-called issue is usually 
nothing but a surface phenomenon; the real issue arises 
very often out of a failure of management to Imagine what 
gocs on in the minds of the worker, and a failure of labour 
to imagine what management Is after and why. A shrewd 
and experienced labour arbitrator once put it: “I never 
attempt to settle the apparent issue; I always try to make 
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each side see why the other one has raised the issue at this 
point. Once they understand that, they can almost always 
settle the issue themsclves.”” This of course overlooks the 
fight for power between labour and management that so 
often hides behind grievances and wage demands. But it is 
true that it is not the issue that counts but the bitterness 
behind it, which in turn is frequently caused by narrow- 
ness of imagination and understanding. The measures we 
have been discussing so far would, if successful, give 
management that understanding of the worker’s angle of 
vision which it lacks to-day. But it is also necessary that 
the worker understand the management’s job and _ its 
angle of vision. To-day that may perhaps be even more 
important than that management understand the worker. 
Otherwise labour will ncither respect nor support the 
managerial function; and modern industry, which 1s based 
on organization, cannot work unlcss management is left 
respected and undisturbed in the exercise of its job. The 
best way in which the worker can acquire the undcrstand- 
ing of what management is, what its functions, its prob- 
lems, its rationale and rationality are, is through the 
personal expericnce of initiative and responsibility. To 
promote it would be a major contribution to industrial 
peace. 

Hence, though difficult, the attempt should be made to 
bring the worker into the administration of the community 
services of the plant that are run for his benefit. It 1s 
doubtful whether management 1s not to-day doing far too 
much for the worker, instead of Ictting him do it for 
himself. An example of the damage that can be done by 
such well-intentioned paternalism was given in one 
General Motors division, where Red Cross and War Loan 
drives were started within the plant by individual workers. 
Unthinkingly, management took these drives away from 
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the workers and entrusted them to professionals in the 
personnel department. The professionals undoubtedly did 
a much bettcr yob and raised much more money than the 
workcrs themselves would have done. Yet, they deprived 
the worker of the satisfaction of himself doing something 
for himsc]f, and thus created real resentment in the plant. 
It shows how hard it is for management to understand the 
human problem, that this resentment not only surprised 
the divisional executives but also was interpreted by them 
as yet another proof of the perversity of labour. 

It must be possible to run such services as accident 
prevention, the cafeterias, the health service, or, in places 
where women work, the day nurseries with the active 
participation of the workcr, if not to entrust them entirely 
to committees of workers and foremen. This would 
provide an outlet for the desire of recognition among the 
workers which to-day finds satisfaction only in unton 
activities, If at all. It would give a good many workers 
managenal cxpericnce. It would also be a step towards 
making the plant a community in which pcople live a 
meaningful hfe, with a status and function in their 
community. 


The Wage Issue 


All these are admittedly palliatives rather than real 
remedies. Even though it will be hard enough to work out 
any one of these “social gadgets’ all of them togcther, 
working successfully, would at best prepare the ground for 
attempts at real solutions. And even this effect will not be 
achicved unless the wage issue 1s eliminated from in- 
dustrial relations as a source of poisoning and bitterness. 

In the traditional] discussion, “labour relatione”’ arc often 
assumed to centre on the wage issue. To show that this 
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view is mistaken has been one purpose of this study. 
Actually, the wage issue is, properly speaking, an ex- 
trancous issuc. Wages are dctermincd not by the policies 
of labour and management but by objective economic facts 
of productive efficiency of labour, price for the product 
and size of its market at a given price. This means that 
wages are capable, by and large, of being determined 
objectively; they should not and need not be a contentious 
Issue. 

In the reality of to-day, however, the wage issue is a 
contentious issuc, and one which constantly gencrates 
bitterness and stirs up strife. It is also a fact that no 
constructive social action is possible within the plant as 
long as the wage issuc scts management and labour against 
each other at every step. The strike against Gencral 
Motors, for instance, which was called just as this book 
went to press—November 1945—seems likcly to undo all 
the constructive social Iessons of war production on both 
sides. True cnough, the real issue of this strike is not 
wages; both sides would have been perfectly willing to 
settle for a wage Increase csomewhcre between the thirty 
per cent demanded by the union and the ten per cent 
offered by the company. The real issue is the demand of 
the union to be ccded a share in determining the com- 
pany’s profit margin and its pricing, that 1s, a share in 
management. Yct the strike would never have occurred 
had the wage issue been solvable on a non-contcntious, 
that is, an objective basis. 

There is only one objective basis for wage rates: the 
productive efficiency of the worker. The worker can be 
paid only out of what he produces; his wage is a part of the 
unit costs—the largest part, normally—and must come out 
of the unit price. Any increase in wages that does not 
come out of an increase in productivity is not only 
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deceptive; it is harmful to the worker himself. It either 
penalizes him directly by narrowing the market for his 
product, or it penalizes the consumers, that is, the workers 
in othe: employments who are forced to pay higher prices. 
Hence only productive efficiency can give us a basis for the 
determination of wages that is both just and workable. 

It will be by no means easy to work out a system under 
which wage rates are objectively determined by productive 
efficiency. Apart from the difficulty of obtaining reliable 
data, there is the big problem of how improvements in 
efficiency are to be divided between the worker and the 
consumer, that is, between higher wages and lower prices. 
But since this, in the last analysis, is a decision between the 
worker’s intcrest in a higher rate of pay and his interest in 
greater and more stable employment, the problem should 
be solvable on the basis of such objective data as the 
elasticity of demand for a product and its competitive price 
position. It is encouraging that some of the most re- 
sponsible union Icaders, such as Harold Ruttenberg of the 
Steelworkers, have lately shown willingness to accept wage- 
determination on this basis. 

Much more difficult will be the decision how to divide 
the gains from increased cfficiency between wages and 
profits. Since it is, aftcr all, management whose cfforts are 
usually alone responsible for any increase in productive 
efficiency, profits certainly deserve a major share. Also, 
we want to make it worth while for management and 
owners to cxert themselves and to risk their capital as well 
as their efforts. Hence the least the employer is entitled to is 
the difference between the rate of efficiency at which his 
plant operates and the average efficiency of the industry. 
But the premium on managcrial efforts might well have to 
be a good deal higher. However, net profits are so smal] in 
relation to the total wage bill of modern industry that they 
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really are of very little interest to labow, except as a 
propaganda issue. 

An objective basis for wages in productive efficiency 
would be incompatible with “collective bargaining”. But 
surely collective bargaining has not achieved what its 
advocates promised—industrial peace. Collective bargain- 
ing. that is, bargaining between equally strong partners, 
is certainly juster than one-sided dictation; and the present 
law is thus an improvement over former conditions even 
though it largely replaces the former excess powcr of 
management by an excess power of labour. But unless two 
contending partics of equal weight have a principle of 
decision in common, their bargaining is not likely to end 
in peace and harmony but in deadlock, frustration, 
mutual recrimination and bitterness—precisely what we 
are having now. Compare with this the amazing results 
of our war-time policy. The War Labour Board was a 
makeshift agency, and the “‘Little Steel Formula” was 
absurd and arbitrary as a basis for decisions. Yet, war- 
time labour policy was highly successful simply because the 
“Little Stec! Formula” gave an objective basis for 
decisions. 


The Annual Wage 


As important as basing wage rates upon productive 
efficicncy—and much casier of attainment—would be the 
elimination of the conflict between labour and manage- 
ment on what “‘wages”’ are. 

To management wages mean the amount of moncy paid 
out to workers for each unit produced; it is inevitably a 
part of unit cost. For the individual unit is what the plant 
produccs and what the consumcr buys; the plant does not 
seil its “output? but individual boxes of matches, 
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mattresses or automobiles. Hence for management wages 
—the only wages that matter—are the wage per hour 
or per picce worked. 

But to the worker wages are necessarily the total 
amount he receives at the end of the weck or in the counse 
of a year. They are the source of his family income out of 
which he pays for food, rent, clothing and education, all of 
which are permanent expenses. He is primarily concerned 
not with wage rates—what he receives per hour or per 
piccce—but with wage income. Hence management and 
labour talk of two different things when they talk of wages. 
And a great many wage disputes which are nominally 
fought over hourly or picce rates are really fought over the 
ware income. 

If the worker to-day, with few exceptions, lacks the 
imagination to see the connection between wage and 
productive efficiency, management as a whole lacks the 
Imaginition to see wage as the source of family income. It 
also docs not see that to the worker wage income 1s much 
more important than wage rate, and that he can only be 
willing to settle questions of wage rates on an cfhiciency 
basis, his wage income is assured. 

It should be possible without too much difficulty to 
settle this conflict without abandoning the principle of 
wage rate as a part of unit cost which no management— 
capitalist or communist—could ever abandon. And it 
would be to the supreme interest of Amcrican industrial 
management to-day to work out such a solution right 
awav; for otherwise it is fairly certain that the government 
will, during the next few years, impose annual-wage plans 
on industry without, necessarily, paying much attention 
to the necessitics of industrial production. 

To be satisfactory a guaranteed-wage plan neither 
should ner could include all workers. But if such a plan 
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were confined to men with a few years’ seniority in the 
plant—usually the older men with familics who most need 
a predictable income—it would satisfy the workers. And 
in very few companics docs the number of men with more 
than four or five years of continuous service cxcced the 
number the company would cmploy anyhow cven in a 
depression. Also it is neither necessary nor possible to 
guarantee fifty-two weeks of paid work in the year. If the 
worker knows for sure that, saving catastrophes or offences 
on his part, he will reccive two-thirds of a full year’s pay, 
he can budget. If we assume that two-thirds of all men 
have the necessary sccurity—a generous assumption— 
such a guarantce of two-thirds of the full wages would 
amount to a commitment for Iess than half of normal 
labour costs. Even in 1932, the worst depression ycar, 
most industrics worked more. 

The guaranteed wage raises very difficult problems for 
companies owning more than one plant which normally, 
in case of depression, shut down one or sevcral plants 
altogether and concentrate production in the remainder— 
for very good reasons of efficiency and cost. It also raises 
serious difficultics of computing pay fo. work done in 
excess of the guarantee, of adjustment for scasonal 
fluctuations, ctc. And in a really severe depression the 
scheme might break down in some industrics; an escape 
clause releasing the company from its guarantee should 
orders fall below a certain point—such as fifty per cent of 
normal—will have to be included in every guaranteed- 
wage plan. But a bridge over the gulf between “‘wage”’ as 
part of unit costs, and “‘wagce”’ as the source of family 
income will have to be built. Otherwise wagcs will always 
remain an issuc dividing management and labour. And 
only if wages are climinated as a perpetual source of 
disturbance can we ever hope to come to grips with 
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the fundamental problems of social life in an industrial 
socicty. 


Conclusions 


We can definitely state that collectivism—whether state 
socialism or state capitalism—is not the answer to the 
basic political problems of industrial socicty. Indeed it has 
no relevance whatsoever. State-ownership or state- 
management of industry would in no way result in a 
realization of cqual opportunities or of sclf-fulfilment for 
worker or foreman. The problems to be solved are not 
problems of ownership or of political control. They are 
problems of the social organization of modern technology. 
And there is absolutely nothing to indicate that a state- 
owned or state-controlled economy would possess any 
characteristics, would have any scheme of social order 
that would promise a speedier or a better solution of these 
essential problems of modern industrial socicty.* 

Indecd this shows very clearly in the actual develop- 
ments in all countrics that have adopted a collectivist 
order. Everywherec—whether in Sovict Russia or in Nazi 
Germany—collectivism promised to give citizenship to the 
members of industrial society. Everywhere it failed to 
make good this prom'se. The worker in a Soviet Trust or 
in a Nazi armaments plant is much less related to his 
work, much more of a mere cog than the worker in the 
most mechanized, most de-humanized American plant; 
and he has far fewer chances of advancement in the plant. 


* It is very interesting in this connection that in the Soviet Union 
to-day, the industrial managers and planning officials, who together 
account for a large part of Communist Party membership, have come to 
the conclusions that ‘‘socialism’’ means simply state ownership, and that 
any discussion of the traditional question of a ‘‘classless society’’ or of 
the status and citizenship of the worker 1s pointless, if not outnght 
seditious. Bsenstock et al., op cit 
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This failure has forced all collectivist experiments to seek 
the fulfilment of their promises of citizenship outside of the 
industrial sphere. The Nazis tried to organize all society 
on the non-economic pattern of the armed camp. The 
Russians attempted first to give social meaning to the 
individual through the concept of “permanent re- 
volution’’, and to create opportunitics for advancement in 
the party bureaucracy; later they have been substituting 
for the citizenship in an industrial society they cannot give, 
the emotional satisfaction of nationalism, of building up 
the ‘Socialist Fatherland”’, or of fighting a “‘Holy War’. 
These experiences show clearly that the attempt to solve 
the basic political problems of modern industrial society 
through collectivism must lead to a pseudo-solution which 
is by its very nature unstable such as the armed camp or 
the emotion of a patriotic war, and which is likcly to block 
the way to any real solution. 


The final conclusion from our diagnosis is that a 
solution of the problems of cqual opportunities and of 
citizenship in industrial socicty ts in the interest of the 
large corporation itself. 

There is little need to expand on this as far as the 
foreman is concerned. The foreman 1s the first line of 
management and anything that makes him stronger, more 
satisfied in his job and prouder of his responsibility 
strengthens management altogether. Also the foreman 
group constitutes the largest reservoir of potential cxe- 
cutives at the disposal of the large corporation. To 
utilize this reservoir to the utmost, that is to give the 
foreman the maximum of opportunities, is clearly in the 
best interest of the corporation. 

The same holds true for the worker. Altogether any 
policy that aims at making available to the corporation 
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the ability and drive of the workers must result in greater 
efficiency and productivity. To find the able and am- 
bitious men in the ranks for promotion to supervisory 
positions or, as in the suggestion plan, to enlist the active 
participation of the worker in improving the efficiency of 
production and organization would strengthen the 
corporation noticeably. As a matter of fact, any other 
policy would be harmful to the large corporation. Faced 
with an ever-growing need for executives and engaged in a 
technological and efficiency compctition which is_be- 
coming ficrcer all the timc, the corporation simply cannot 
afford to deprive itself of the intelligence, imagination and 
initiative of ninety per cent of the people who work for it, 
that is, the workers. It can neither afford to reserve its 
exccutive positions for that smal] minority that managed 
to get a college degree; there simply are not enough good 
people with degrees around to satisfy the demand. Nor is 
it compatible with the interests of the corporation to give a 
small group of professionals—such as process engincers—a 
monopoly on technological advance. These experts have 
to supply the leadership; but the more the individual 
workcr considers technological improvement as_ his 
concern, the stronger will the corporation be. And few, if 
any, would question that the satisficd worker, secure 
emotionally in his relationship to his product and his plant, 
is a better, a more efficient, a more productive worker, let 
alone a more co-operative one. 

A question might be raiscd however over the suggestion 
to give the worker actual management expcrience by 
entrusting to him a share in the running of the com- 
munity services within the plant. Frightened by the 
attempts of some unions—notably the United Automobile 
Workcrs—to take over plant management, a good many 
industrial executives feel to-day that any participation of 
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the worker in management within the plant, will] lead to 
encroachment and to an usurpation of Icgitimate manage- 
ment functions by organized labour. 

There can be no doubt that such union attempts 
constitute a severe threat to the functioning of industry. 
Without a unified management, organized under one 
authority and accepting one and the same criteria of 
success and the same focus of allegiance, industry simply 
could not function—in Sovict Russia as little as in 
Cleveland, Ohio. Hence there can be no participation of 
the worker in the management of the business which, in 
the worker’s own interest, must be in the hands of trained 
exccutives working for the business, and not for the union 
or for the government. But no such argument holds 
against the participation of workcrs—precferably not union 
officials with their divided allegiance—in the management 
of the services which are only incidental to production 
proper. Any plant has a considerable number of those. 
And to make workers responsible for their proper running 
should give the men on the machines some of the under- 
standing of the functions, motives and problems of 
management on which a free enterprise depends and 
which is almost entirely absent to-day. 

The benefits the corporation would derive from the 
successful solution of the problem of the worker’s in- 
dustrial citizenship could not always be cxpressed in 
dollars and cents or measured by a cost accountant. 
Nevertheless they are real and tangible. It may well be the 
most important domcstic result of this war to have 
made industrial manage ment awarc of this and conscious 
of the fact that the corporation is not only an economic 
tool but a social institution. 


To understand that the modern large corporation is the 
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representative institution of our society; that it is above all 
an institution, that is, a human organization and not just a 
complex of inanimate machines; that it is based upon a 
concept of order rather than upon gadgcts; and that all of 
us as consumers, as workers, as savers and as citizens have 
an equal stake in its prosperity, these are the important 
lessons we have to learn. To make it possible for this new 
social institution to function efficiently and productively, 
to realize its economic and social potential and to resolve 
Its economic and social problems, 1s our most urgent task 
and our most challenging opportunity. 


CHAPTER FOUR 


ECONOMIC POLICY IN AN 
INDUSTRIAL SOCIETY 


Tue ‘‘Cursrt oF BIGNEss” 


WE can define the relationship between the corporation 
and socicty in several ways. We may say that legally the 
corporation is a creature of the state, endowed in the 
interest of society with legal existence, legal rights and 
privileges. Or we may usc the terminology of the political 
analyst and talk of the corporation as an institution of 
organized society which has to fulfil basic social tasks. Or, 
economically, we may talk of the corporation as the unit in 
which our industrial resources are organized for efficient 
production. Whatever the terminology, the large cor- 
poration is a tool and organ of society. Hence socicty 
must demand of the corporation that it be able to dis- 
charge the specific economic functions which are its razson 
@ étre. This is an absolute, a supreme demand—as absolute 
and supreme as the demand that the corporation mect the 
necessities of its own functioning and survival. 

How do these two absolute commands relate to cach 
other? Is there conflict or harmony between the demand 
for efficicncy in terms of corporate functioning and the 
clemand for efficiency in terms of functioning, stability and 
prosperity ofsociety? Clearly, a functioning free-enterprise 
society can only exist if the two sets of requirements can be 
satisfied by one economic policy. If the economic policy 
needed in the interest of society were in constant conflict 
with an economic policy needed in the interest of corporate 

att 
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functioning and efficiency, we would have perpetual, 
paralysing friction. 

There arc, broadly speaking, three aspects under which 
this interdependence can be discussed: 

What is the relation between the requirements of social 
stability and the structural requircmcnts of the large 
corporation? Is the survival of the corporation which 
dominates its internal policy, in the social interest or 
contrary to it? And what about the specific policies that 
follow from the survival intercst of the corporation? Here 
we shall analyse corporate policics for their effect on 
social stability; in this area also belong the questions of 
monopoly and of the social effects of “‘bigness’’. 

The second aspect 1s that of the rclationship between the 
corporation’s criterion and yard-stick of institutional effici- 
ency, profit, and socicty’s criterion of economic efficiency, 
maximum production at the lowest cost. Is there a 
conflict between “production for profit” and “production 
for use”? What about profitability as a criterion of 
economic action, and the “‘profit motive” as an incentive? 

Finally, there is the question whether the free-enterprise 
system, an economy based on politically uncontrolled 
corporations, motivated by the desire to make profits, and 
regulated by a competitive markct, can satisfy socicty’s 
demand for stable, expanding cmployment—politically 
the most important question to-day. 


The Stakes of Society 


Whatever its social beliefs, modern industrial society 
must organize its cconomy in the large units of Big 
Business. Whatever contributes to the stability, survival 
and efficiency of these units, contributes directly to social 
stability and cfficiency. 

On the whole, this is so obvious as to require little 
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amplification. Socicty has as much of a stake in the 
solution of the Icadcrship problem of the modern cor- 
poration as the corporation itself. Any advance the 
corporation may make in discovering and developing 
talents and abilities within its organization directly 
benefits society as it finds immediate expression in more 
efficient production. Just as vital is the stake of society in 
the development of a responsible, well-trained and well- 
tested top management and in the provision of an orderly 
method of succession in industry. Society stands to lose as 
much as the corporation from the failure of an improperly 
prepared and insufficiently tested big-business manager; 
for the decline or collapse of one of our large corporations 
would threaten the stability of the entire cconomy. Even 
greater is the danger inherent in a haphazard or arbitrary 
scheme of succession. In fact, we may expcct socicty to 
demand of all our big businesses that they institute a 
rational recruiting and testing system for top leadership 
such as is provided for cxample by the policy of de- 
centralization. Social and economic stability in this 
country to-day is gravely threatened by the cxistence of a 
few very big corporations that depend entircly upon one 
rapidly ageing man, without independent associates or 
tested hicutenants able to prevent a precipitate decline or 
disintegration of the business in the event of his death. 
Harmony also exists between the interest of society In a 
clear and carcfully planned corporation policy and. the 
interest of the corporation itself. If the corporation docs 
not have a clear policy and a definite organ of policy 
decision, its actions and behaviour become unpredictable. 
This must introduce elements of insecurity into cconomic 
life which directly threaten social stability. Society has 
an ovcrriding interest in predictable pricing policies, 
predictable employment and personnel policies and 
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predictable business practices, which can be obtained only 
through managerial policy decisions. 

Also, society, even more than the corporation itself, has 
a direct interest in the objective yard-sticks which measure 
success and failure of corporate decisions and actions. 
Without such objective yard-sticks mistakes might go 
without correction till they endanger economic prosperity 
and employment. Without them we would also lack the 
means to judge efficicncy and to distribute rewards and 
recognition on an impersonal basis; and nothing would 
tend to disrupt social and political life more than to make 
rewards and recognition in the economic sphcre depend 
upon political favour or personal decision. Management 
would become subordinated to personal ambition and 
factionalism instead of to the interest of efficient pro- 
duction. It is no accident that in Soviet Russia, which has 
deprived itself completely of the most impersonal yard- 
stick of cconomic achicvement, the compctitive market, 
cost accounting has been clevated to top rank among the 
social sciences. 

We havc, however, to say a few words about the interest 
of socicty in the survival of the corporation and of its 
organization. To-day we are conscious of this interest, but 
our consciousness 1s of very recent origin. Traditionally it 
had been held that society has no stake in the survival of 
the corporate organization, and that indecd any policy 
aimed at perpetuating corporate identity and unity 1s 
contrary to full economic efficiency. 

This traditional view was a result of the pre-industrial 
mentality of classical economics which saw in the in- 
dividual trader doing business alone and for his own 
account on a day-to-day basis the model of economic 
activity. Of course, this individual trader—the jobber in 
the stock market was clearly the example Ricardo had in 
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mind—cannot funcuon caccpt im a most elaborate 
economic institution, the modern market. But assuming 
the market to be ‘‘natural"’, the classical economists could 
indeed not only overlook the importance of organization 
in the economic proccss, they could come to the con- 
clusion that any attempt to maintain an cconomic 
organization is contrary to best economic efficiency. 

In an economy based upon industrial production, the 
organization of the productive resources 1s not only a 
prerequisite; it is itself an essential resource. Traditional 
economics knew three factors which must be combined to 
obtain production: labour, raw materials and capital 
equipment. But the simplest industrial operation requires 
a fourth one, managerial organization. This fourth factor 
has become the most important one in modcrn mass 
production and the only one for which there are no 
substitutcs. We can replace one raw material by another, 
substitute manual labour for machines and vice versa. 
But organization is irreplaccable. Under modern in- 
dustrial conditions it is the one resource that must be 
carefully conserved in the interest of socicty. We may 
express this economically in the concept of the “‘going 
concern” which has an infinitely greater cconomic value 
than the sum of its parts. Or we may use social terms and 
stress the fact that the organization of human resources 
cannot be improvised. The fact remains that society has 
an overriding interest in keeping alive the integrated 
producing unit. 

This does not mean that any and every big busincss is a 
unit whose survival is in the interest of society. There can 
be, and undoubtedly there are, many corporations which 
are not efficient and integrating producing units. Some of 
them are conglomcrations of several cfficient units in the 
survival of which society has an interest, though there is no 


216 BIG BUSINESS 


social necessity to preserve the present corporate structure. 
This, of course, was the contention of the drafters of the 
Public Utilitics Holding Company Act who asserted that 
it was in the interest of the survival and cfficicnt function- 
ing of the actual unit, 1.c., the producing company, to be 
freed from dependence on the socially and cconomically 
unproductive unit, the holding company. 

Or, an individual corporation may be an efficient 
producing unit only as part of another corporation. It is 
an independent corporation in name and law but only a 
subsidiary in social reality. Socicty would then be 
interested solely in maintaining the integrity of the 
complex of corporations which together make up a 
productive unit rather than in maintaining the corporate 
integrity of one corporation. A good example of this is the 
legally and financially independent railway company 
whose track is leased to another railway and forms part ofa 
unified system. It is symptomatic that in railway re- 
organizations the legal rights of this formally independent 
organization are regularly subordinated to the mainten- 
ance of the entire system as a functioning unit. These 
qualifications do not, however, create any conflict 
between the survival interest of the corporation and the 
interest of society in the survival of the corporation; for it 1s 
as much to the interest of the corporation to be an 
integrated producing unit as it is to the interest of socictv 
to maintain an integrated producing unit. 

It can be said that in actual economic policy we have 
been striving to maintain intact the producing unit of the 
corporation ever since the beginnings of modern industry; 
that at Icast 1s the interpretation of traditional monetary 
policy given in one of the most brilliant analyses of 
economic policy.* Up to the great depression, however, 


* Karl Polanyi, The Great Transformation, New York, 1944 2 
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this parallelism between the survival interest of the 
corporation and the social interest of society in the 
survival of the producing unit was more felt than under- 
stood; the policies adopted to the end of corporate survival 
were usually regarded as concessions to political pressure 
rather than as rightly in the interest of socicty. Since 1929 
we have learned that no society can afford to jettison its 
basic producing unit—in this country, the large cor- 
poration, which has to be defended against international 
as well as internal economic forces. This is very largely the 
meaning of the new monctary policies which, by divorcing 
the domestic structure from the fluctuations of the 
international system, guarantee the producing units 
against disintegration through international deflation. 
This is also the meaning of the policy of government 
subsidies which was independently inaugurated in all 
industrial countries at the onset of the depression—-in the 
United States through the Reconstruction Finance 
Corporation—as well as the purpose of the radical revision 
of the bankruptcy laws in all industrial countries. 

This new realization of the social interest of organized 
socicty in the survival of corporate identity and pro- 
ductive integrity poses difficult problems of economic and 
political organization. It is not compatible with the 
traditional tenets of international monetary organization 
and the traclitional concepts of international trade. It 
may even be said that we to-day tend to over-emphasize 
society’s interest in the survival of the corporation at the 
expense of other equally important social interests. This 
docs not, however, concern us here. For our purpose in 
this book, the agreement between the corporate necessity 
of survival and the social interest in this survival is the 
important thing. 
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this parallelism between the survival interest of the 
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werc usually regarded as concessions to political pressure 
rather than as rightly in the interest of socicty. Since 1929 
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basic producing unit—in this country, the large cor- 
poration, which has to be defended against international 
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traditional tenets of international monctary organization 
and the traditional concepts of international trade. It 
may even be said that we to-day tend to over-emphasize 
socicty’s interest in the survival of the corporation at the 
expense of other equally important social interests. This 
docs not, however, concern us here. For our purpose in 
this book, the agreement between the corporate necessity 
of survival and the social interest in this survival is the 
important thing. 
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Is Monopoly in the Corporate Interest? 


The assertion of the social importance of corporate 
stability and survival raises at once the issue of monopoly. 
Traditionally a monopoly position has been regarded as 
the best safeguard of the corporate survival; indeed, the 
nincteenth century theory of monopoly rested squarely on 
the assertion that the self-interest of any business will force 
it to seck a monopoly position. Yet, a monopoly, by 
definition, 1s anti-social; its purpose is to satisfy the 
interests of the monopoly-holder at the expense of society, 
and to reward him for producing less at higher price. 

Many attempts have been made, especially during the 
last two decades, to claim that monopoly 1s socially 
beneficial. The most sweeping of these attempts was the 
National Recovery Act (NRA) in the first years of the 
New Deal which demanded the conversion of all American 
industry into compulsory monopolies in the interest of 
social stability. To-day several British industrial as- 
sociauions—notably the British Tron and Stee] Federation 
—and a good many labour unions on both sides of the 
Atlantic are arguing along similar lines. 

It should therefore be asserted uncompromisingly that a 
monopolistic enterprise or a monopolistic industry always 
impairs social stability and economic efficicncy. This 
effect of monopoly is inherent in its nature—simply 
because absolute power always means abuse of power. 
The “enhghtened monopoly” is a myth, whether it 1s to be 
entrusted to Big Business as in the NRA, or to labou 
unions as proposed by Sir William Beveridge for England 
Finally, wherever there are “natural” monopolies, that 1: 
monopolies which are unavoidable because of the nature 
of the productive or distributive process—clectric powe! 
supply in a given area or central banking in a giver 
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country for instance—thcy have to be under the regulatory 
control of consumers’ representatives. 

The text-book type of monopoly, domination of the 
market by one product or one producer, is indeed neither 
very frequent nor particularly frightening. When the 
theory of monopoly was developed by Adam Smith and 
his disciples almost every commodity was irreplaceable; 
control of the market of one commodity or of one product 
thus gave an absolute monopoly. In our developed 
economy there is tremendous interchangeability between 
raw matcrials and increasingly between finished goods. A 
good example of the compctition between finished goods 1s 
offered by the automobile market. Even if there were only 
one car producer there would still be a highly compctitive 
market. For every used car actively compcetcs with the 
new cars; and over the used-car market no producer of 
new cars can exercise any control. 

Hence monopolistic control of the market of one 
commodity will usually be broken within reasonably short 
time by the shift to existing substitutes or the development 
of new ones. The only exceptions are very cheap articles 
consumed in tremendous numbcrs, such as matches or 
patent medicines, because the individual consumer spends 
so little on them that he is not conscious of the burden 
imposed by a monopoly. The Jate Swedish ‘Match 
King’, Ivar Krcuger, imposed a monopoly profit of ten 
per cent on consumers simply by reducing the number of 
matches per box from 50 to 45, without reducing the 
price. Nobody noticed it; and certainly no individual 
consumer cut down his consumption of matches or looked 
for a competing brand the boxes of which contained full 
measure. 

But in the place of the former monopolies based on 
direct control of the market we have to-day a steadily 
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growing number of monopolies based on control of the 
acecss to the factors of production. There is the cartel— 
European style—which rests on a monopoly of the access 
to capital, the patent pool which is built on the control of 
managerial skill and knowledge, the ‘“‘feather-bedding™ 
and jurisdictional rules of the unions which impose a 
monopoly of a craft or of an obsolete technique on society 
through the union’s control over labour, the monopolistic 
practices in the commodity ficld—for instance the 
“corners” in cotton and silver—imposed by interest 
groups through their control of governmental power. 
And these newly fashioncd monopolies are not. self- 
defeating as the old ones had been. They rest on control 
over the producer so that they cannot be touched by 
consumer action in the market I:ke the old monopoly; they 
also are usually backed by political power or by Jaw as in 
the case of union rules or patent pools. 

Finally, we have to realize that monopolistic practices in 
one sector of the cconomy inevitably bring about mono- 
polistic practices in all the other sectors. Monopolistic 
union practices force managements to behave mono- 
polistically and vice versa. The monopoly of admunistra- 
tive government agencies forccs the cconomy to organize 
itselfin monopolistic units, and so forth. 

Monopolies, whether of business, government or labour, 
are anti-social; and there is undoubtedly a tendency 
towards monopoly in the organizations of modern 
economic life. Monopolics are a serious problem of 
economic policy, not a mere theoretical contingency. 
Nevertheless, the conclusion drawn from these facts by the 
traditional theory of monopoly is false: that monopoly best 
satisfics the interest of business and that, therefore, there is 
an inherent conflict between the social interests of socicty 
and the survival interest of business enterprise. It is not 
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correct that monopoly is necessarily in the best interest of 
business enterprise. Actually, it is incompatible with the 
demands of modern mass-production industry. 

It was the essence of the nineteenth century theory of 
monopoly that maximum profit for the longest period 
could not be realized by maximum production for the 
lowest price—the social criterion of efficient production— 
but only by following the opposite, ‘“‘monopolistic”’ 
policy. If this theory were a correct expression of social 
reality, industrial society could not exist, at least not in the 
form in which we know it, as a society of independent, sclf- 
governing corporate units. If it were true that the 
independent business must try to be monopolistic for its 
own. best self-interest, we could not hope to be able to 
enforce anti-monopoly laws; for no institution can accept 
rules which go counter to its basic survival interest and 
purpose. On the other hand, we could not permit 
business to be monopolistic; for this would deny the basic 
demands and needs of socicty. From the classical theory of 
monopoly no other conclusion 1s possible than that a free- 
enterprise economy is impossible once society has become 
an industrial society. On the basis of the classical theory 
of monopoly there is no other conclusion but state 
socialism or a socicty of compulsory cartels; and in actual 
practice there ts little difference between the two. 

This theory of monopoly which is still widcly accepted 
as gospel truth, rests on the assumption—corrcct in the 
cighteenth century—that supply will always be limited, 
whereas demand will always be unlimited. QOn_ this 
assumption, monopolistic behaviour will indeed yield the 
maximum profit. But under modern industrial con- 
ditions, it is not supply that is limited, but demand; supply 
in morern mass-production industry has, by definition, no 
practical limitations. It is simply not true that contraction 
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of production and artificial maintenance of high prices will 
always yield the highest profit to the producer. On the 
contrary, under conditions of modern technology, the 
maximum profit is obtained by maximum production at 
the minimum cost. To have first realized this was the great 
achievement and the original contribution of Henry Ford. 
The cssence of the mass-production process is the reversal 
of the conditions from which the theory of monopoly was 
deduced. The new assumptions constitute a veritable 
economic revolution. Like all] revolutions, it has created as 
many problems as it solved; the threat of mass unemploy- 
ment is very largely a reflection of this change in which 
supply has become more clastic than demand. But as far 
as the problem of monopoly is concerned, the new 
technology can resolve the conflict between social purpose 
and corporate purpose. For in modern mass-production 
industry monopolistic behaviour (artificial contraction of 
production in order to maintain an artificially high pricc) 
is uncconomical and unprofitable. Instead, that behaviour 
has become most profitable for the producer which is also 
most beneficial to society, namely, maximum production 
at minimum cost. 

Under modern mass-production conditions maximum 
profitability depends on maximum efficiency. In a 
monopolistic business, competitive market-standing 1s 
eliminated as a measure of efficiency; and we have seen in 
the preceding chapter that without the yard-stick of the 
market, the objective checks of cfficiency function very 
poorly, if they function at all. In other words, under 
modern mass-production conditions, a business will 
realize the highest rate of profit on its invested capital only 
if it is subject to that check of the competitive market 
which a monopolistic business eliminates. 

When General Motors in the twenties began to expand 
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rapidly, it was laid down by the top executives that it 
should not aim at complete control of the automobile 
market but should in its own best interest keep its market 
quota low enough to make possible the existence of strong 
and healthy compctitors—not for philanthropic or political 
reasons, but simply from the point of view of the cor- 
poration’s efficiency and profitability. Itis clear that there 
is a certain tension between corporate interest in the 
existence of strong and vigorous compctition and the way 
in which success is measured in terms ofa steady tightening 
of the corporation's hold on the market. In other words, 
thcre may be a point where a business may succeed too 
well for its own good. But this in itself is a complete 
contradiction of the nincteenth century theory which 
denied the existence of such a point. According to that 
theory, the point where a business enterprise begins to lose 
its social uscfulness is the point where it begins to be most 
profitable. Actually, the point at which a business reaches 
its maximum social usefulness is also the point of its 
maximum profitability. Under conditions of modern mass 
production, there is no conflict between corporate interest 
in profitability and social intcrest In maximum production. 

In political or academic discussions, it 1s still not under- 
stood on the whole how complctcly the coming of mass- 
production technology has changed the nature of mono- 
poly. This can be seen in such a bock as Mr. Thurman 
Arnold’s The Bottlenecks of Business in which the attempt to 
apply the traditional conccpts of monopoly to raclically 
altered conditions enmeshes the very brilliant author in 
one contradiction after another. Yct the public as a whole 
apparently senscs that monopoly is no longer the major 
issue of economic policy it was forty or fifty years ago. 
Onc has only to compare the feverish excitement created 
by “‘trust-busting’’ under Theodore Roosevelt with the 
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polite boredom with which the public has been watching 
the anti-trust drives of the last few years in spite of 
“sensational disclosures” and exccllent staging. 

A comparison of the assumptions on which the theory of 
monopoly rests with the actual conditions of modern 
industrial production brings out yet another important 
fact. The classical theory of monopoly—hlike all classical 
economic theory—knows no time element; its model of 
cconomic behaviour is the jobber in the stock market who 
“covers” a deal as fast as he makes it. Hence to the 
traditional theory all attempts to control fluctuations and 
economic change are cqually restrictive, equally mono- 
polistic. But in industrial reality cconomic activity 
extends over a very long period of time. Actually, the 
business cycle of seven to fifteen years is the unit of 
industrial activity; the average profit or loss over this 
period corresponds economically to the immediate profit 
or loss the jobber in the stock market realizes when he 
“covers”. This is partly owing to the Jength of time it takes 
to develop a new product or process to-day, but mainly 
because industrial production to-day requires a_ tre- 
mendous fixed capital investment. The capital of the 
stock-jobber is freed the instant he “closes his book” that 
is, with every transaction; industrial capital has to stay 
invested, and can only be liquidated, if at all, by pro- 
duction over the long period of the business cycle. 

In the modern industrial cconomy we have therefore to 
distinguish sharply between restrictive activitics that 
attempt to smooth out cyclical fluctuations, and restrictive 
activities that try to restrict output or to perpetuate 
inefficient methods and obsolcte cquipment. The latter 
are truly monopolistic, hence anti-social. But the former 
are actually in the interest of efficient production and 
therefore in that of society; thev result in a greater 
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utilization of labour and of productive capacity over the 
business cycle, hence in larger production both absolutely 
and per unit of cost. 

It is by no means casy to draw the line between these 
two different kinds of regulatory action; nor is there likely 
to be agreement on any one formula. Whoever suffers as 
the result of economic change will always be convinced 
that he is the victim of transitory and accidental forces 
against which he ought to be protccted for the good of 
society. Whoever benefits from a change feels conversely 
that the change is in the best interest of society. The 
attempts made so far—for instance the distinction made 
by the U.S. Supreme Court between a “reasonable” and 
an “unreasonable” trust or Mr. Thurman Arnold’s 
juxtaposition of “‘good”’ and ‘‘bad”? monopolies—have not 
given us a clear or a reliable principle of analysis. Yct, it is 
important that we recognize the basic difference between 
these two superficially so very similar types of economic 
action; for otherwise monopolistic abuse will always be 
defended as in the interest of social stability and of 
productive efficiency. It is for lack of this distinction that 
we excmpt labour unions altogether from the provisions of 
the anti-trust laws, and thus condone some of the worst 
monopolistic abuses in our economy, instead of drawing a 
line between legitimate and legitimate union attempts to 
protect labour against economic change. It ts also for lack 
of a dividing line between regulatory and_ restrictive 
practices that we lack a consistent and enforceable anti- 
monopoly policy which would be in the interest of both 
business and the socictv. 


Bigness—Asset or Liability? 
When the late Mr. Justice Brandeis coined the catch 
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phrase of the “‘curse of bigness” some thirty years ago, he 
was convinced that bigness was not only socially destructive 
but economically and technologically unjustified. He saw 
its cause mainly in the greed or the drive for power of the 
““‘tycoon’’. 

Uncurbed individual ambition is, of course, one cause of 
bigness, and the bigness resulting from it is as anti-social 
and as unjustified as Mr. Brandeis said it was. Also, it is 
not confined to business; as Mr. Brandcis towards the end 
of his life realized very clearly, “Little Napoleons” are just 
as likcly to arisc in labour unions or in the government as 
in business. We may even say that in a free-enterprise 
system they are least likely to entrench themselves in 
business; for there we possess a brake in compctition in the 
market which is lacking in other spheres. Incidentally, 
the “tycoon” flourishes best in times of crisis and emer- 
gency, such as a war, when there is undue emphasis on the 
kind of organizing ability and drive which is his typical 
assct. Hence to-day we have in our society quite a few 
ramshackle and jerry-built personal empires which truly 
are under the “‘curse of bigness’’—some the domain of war 
production ‘“‘wizarcds”, some that of union bosses, some 
that of over-cxtended government agencies. And it will be 
a painful process to bring these structures down to normal 
SIZe. 

But the real problem of bigness lies elsewhere: it lics in 
the economic and technological necessity of bigness in modern 
industry. Mr. Brandeis maintained that bigness was 
cconomically inefficient. We know to-day that in modern 
industrial production, particularly in modern mass 
production, the small unit is not only incfficient, 1t cannot 
produce at all. It is, of course, still true that there 1s an 
upper limit to the efficiency of bigness to overstep which 
results in decreasing efficiency. But there is also a lower 
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limit; and in most modern industries it is very high. It is 
an interesting commentary that Henry Ford who, in his 
sponsorship of small ‘‘village industries” is the most 
faithful follower of Mr. Justice Brandcis, owns, in his 
River Rouge plant, the largest, most concentrated and 
most highly centralized industrial unit in this country— 
and one which a good many observers have judged 
definitely to exceed the most efficient size. 

We thus have a situation in which bigness—not that of 
the ‘“‘tycoon”’ or “‘boss”’ but that of the large integrated 
corporation—is cconomically necessary and cconomically 
efficicnt. Hence from the economic point of view, bigness 
is socially productive. But 1s it also conducive to social 
stability and to the functioning of society? Or is there a 
conflict between the requirements of efficient production 
and those of social stability and well-being? 

There can be no doubt that size creates problems. We 
have devoted most of the second chapter to a discussion of 
these problems. We have maintained that these problems 
exist because Big Business docs not automatically provide 
safeguards and controls which are given in a small- 
business economy. We havc, however, also shown that it is 
fully as much in the interest of the large corporation as in 
that of society that these handicaps be overcome. It is not 
correct that the maximum profitability is reached under 
conditions of centralization and bureaucracy. On the 
contrary, it is in the most urgent survival interest of the 
corporation to prevent bureaucratic ossification, top- 
heavy centralized management, and a drying up of the 
sources of leadership supply. In the policy of dccentraliza- 
tion, the large corporation has a mcans to overcome the 
functional disadvantages of bigness—provided always that 
the outside check of the compctitive market is given. In 
fine there is no inevitable clash between the economic and 
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the social effects of bigness, provided Big Business has a 
definite policy and organization by means of which it can 
derive all the advantages of a small-business economy 
without losing any of the advantages of bigness. 

For—and that is a point that is often overlooked— 
bigness is not only advantageous from the point of view of 
efficicnt production. It carrics with it considerable social 
advantages—advantages which permit the large cor- 
poration not only to produce more cheaply and more 
efficiently, but also to contribute to social stability. These 
advantages are exclusive to Big Business; small business 
could not attain them under any system of organization 
whatever. 

In its service staffs, Gencral Motors has an organization 
which enables all units of the company to produce more 
efficiently and at lower cost than any of them could as 
independent units. This is obvious in regard to the 
research laboratories. Even if everyone of the Gencral 
Motors divisions would support a rescarch laboratory two 
or three times as large as its proportionate share in the 
General Motors research institutions, the result in terms of 
new products, new and cheapcr ways of producing, cetc., 
would be many times smaller than the result of the one big 
research laboratory. Very few divisions would be able to 
hire research men of the calibre represented in the central 
research laboratory; and the ¢ flcctiveness of the laboratory 
is very largcly the result of its ability to put to work as a 
tcam a considerable number of men with different 
training, backgrounds and approach. The same applies to 
less publicized services, such as that rendered by the 
engineering, the manufacturing, the sales and public 
relations staff¥K—not to mention the savings in time and 
moncy made possible through the existence of a centralized 
accounting system, centralized financial management, and 
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the centralized handling of legal affairs. These service 
staffs supply even units of small size—such as the very 
smal] divisions—with the most up-to-date, cheapest and 
most productive methods of engineering and manufactur- 
ing, with the most advanced research, and with a com- 
prehensive knowledge of the whole field of mass pro- 
duction. 

Another important advantage of bigness is that it 
enables the business enterprise to have a policy and to 
have a special policy-making body which is sufficiently far 
removed from the actual day-to-day problems to take the 
long vicw, and to take into account the relationship 
between the organization and society. Society as a whole 
certainly has a direct interest in good relations between the 
big corporation and the retailers of its products. As we 
have scen, the social interest in small business is not in con- 
flict with the long-term interests of the automobile producer 
which require a strong and healthy dealer organization 
and a strong and healthy second-hand car market. 
However, the social interest in smal] business is in potential 
conflict with the short-term interest of the corporation in 
maximum sales of new cars. In the ordinary small or 
medium-sized business, top management cannot detach 
itself sufficiently from immediate concerns to pay much 
attention to the long-term problems and to build a policy 
which, in satisfying the long-term interests of the cor- 
poration, also satisfies the interest of socicty in the small 
business man. The president of a smaller automobile com- 
pany may be forced to devote all his time and energy to the 
current problems, thus slighting not only the best long- 
term interest of his own business but the interest of socicty 
as well. In General Motors, top management is detached 
enough to act as an arbiter between these two interests. 
With divisional management taking care of current 
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problems, central management can take the long view. It 
is both able and exp.cted to formulate policies which 
satify long-term requircments, and to create organs 
through which this long-term interest—which is also an 
interest of society—is directly represented within the 
company. 

This Ieacls us to the next point: bigness can contribute to 
social stability because a big business can subordinate 
t(mporary gains to long-term policies. This applies to 
such questions as pricing, merchandising and purchasing. 
It also applics to employment policies; General Motors, 
for instance, has been able to put into effect a foreman 
employment programme under which the supervisory 
force is to be maintained even in bad times. A small 
business could rarcly afford to sacrifice the immediate 
saving in cost to be obtained by laying off superfluous 
forcmen, to the long-term interest of keeping intact its 
skilled personnel. 

Finally, bigness—if organized on a decentralized basis— 
makes it possible to go further in discovering, devcloping 
and promoting able men than smal] business ever could. 
If smal] business tries systematically to find the able men 
within its organization and to train them for leadership, it 
will soon have more potential leaders on its hands than it 
can employ. When this happens the trained people either 
leave the organization or they grow weary and _ bitter 
waiting for the death or retirement of their supcriors. In 
cither case, the leadership development programme will be 
given up very soon. General Motors, because of its very 
bigness, has been able to build up a reservoir of trained 
men without running up against over-training or over- 
staffing. In so big an organization there is always a place 
for a trained man. If there are no vacancies in the division 
in which he has grown up, there will sooner or later be a 
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vacancy in another; he may be shifted to the central office 
staffs in New York or Detroit; he may be used in overseas 
operations, etc. In any event he will neither be lost for the 
organization nor grow stale in the ante-room. In such a 
big organization, it is possible to make leadership devclop- 
ment a natural function of management and to overcome 
the fear so common to the small-business executive that, by 
training a capable subordinate, he will train himself out of 
his own job. 

All this is obtainable only in a decentralized big business. 
Hence decentralization is the condition for the conversion 
of bigness from a social liability into a social asset. Bigness, 
if centralized—whcether for lack of a policy or because the 
units of production have been allowed to grow too large 
for effi ctive decentralization—carries with it dangers to the 
stability and functioning of society, just as it carries dangers 
to the stabilitv and functioning of the corporation. But in 
itself that bigness which is required in the interest of 
economic cfficiency under modern technological con- 
ditions, is not in conflict with the requirements of social 
stability and social functioning. 


2 
PropuctTion For “Use” or FoR “‘PrRorert’’? 


TAKEN litcrally, there is hardly any slogan that makcs less 
sense than that of “production for use versus production 
for profit”. It seems to imply that the products of our 
economic machine, say for instance the bread produced by 
the National Biscuit Company, are not being used or that 
they are being abused. But even if we overlook the literal 
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meaning of the slogan and concentrate on what the slogan 
intends to say, we will find that it has several not neces- 
sarily compatible meanings. 

To contrast production for profit with production for 
use very often implies a rejcction of profit as a condition, 
and of profitability as the yard-stick, of cconomic actions 
and results; we are being asked to substitute “‘service”’ for 
profitability as the rationale of cconomic behaviour. 

The slogan also often implies a rejection of the “profit 
motive” as the guiding prin :iple of economic behaviour 
in socicty. 

Another meaning implied in the demand that we pro- 
duce for “use” instead of for “profit” is the rejection of an 
economic system in which the individual consumer 
decidcs what he wants to have, in favour of a system undcr 
which government would decide what he should have in 
his interest as well as in that of socicty. This is, of course, 
an attack upon the institution of the compctitive market 
and of market price as the governors of production and 
distribution. 

Common to all three meanings of the slogan is the 
assertion that “production for profit? is not only un- 
necessary and “‘unnatural”’ but that it leads to an 
economic structure which 1s contrary to the best intcrests 
of both society and the individual. ‘Production for profit” 
is the principle of rationality and efficiency on which the 
corporation must base itself. The demand for ‘‘pro- 
duction for use”’ thus asserts a conflict between the needs 
of socicty and those of the corporation. 


The demand that some criterion other than pro- 
fitability be used as the yard-stick and dcterminant of 
economic actions and results, rests on a misunderstanding 
of the nature of the economic process. Every economic 
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transaction is by definition a gamble on the future. In 
every economic transaction there is thus a considerable 
element of risk. In primitive economics the risks are those 
of crop failure, pests and plant diseases, natural catas- 
trophes, ctc.; and even the most stationary and most 
elementary economic system can neither avoid nor 
control these risks. The more complex the economy 
becomes, the more complex become the risks incurred in 
any cconomic activity. 

What applics to a stationary cconomy applics with 
doubled force to an cconomy in expansion. To the 
ordinary risks of cconomic life are added the risks of 
expansion. Some idea of the magnitude of these risks is 
given by the research engineer's rule of thumb according 
to which only onc out of ten new products developed will 
prove an economic success; yet the modern research 
engincer has come closer to converting expansion into an 
orderly, organized and predictable process than anybody 
else. To these risks is added the uncertainty which arises 
from the fact that no one can tell how much time it will 
take till even the most successful new venture ts established. 
It may take fifteen years—and it rarely takes much Icss— 
before a new product or a new process can be regarded as 
proved. Profit is thus an inevitable risk premium and the 
basis of all economic activity, whether capitalist, socialist 
or cave man. An cconomy which docs not make due 
provision for risks must cat up its substance and must 
become poorcr and less productive. 

Profit, in addition to being the insurance premium 
against the risk involved in the gamble on the future, 1s 
also the only source of the new capital equipment without 
which expansion would be impossible. New capital can 
only be created by keeping resources or their products for 
future use, that is out of a margin between total pro- 
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duction and production currently consumed. This 
margin is the profit margin. The higher it is, the faster can 
an cconomy advance, the morc jolts can it take, the faster 
can It recover from setbacks. Both the growth of an 
economy and its stability are dircctly proportionate to the 
profit margin.* It is no accident that of all industrial 
countrics to-day, the Soviet Union has the highest profit 
rate on industrial production. This does not mean that 
the Soviet Union is a “capitalist”? country; it only shows 
that the Sovict cconomy cxpands at an extremely fast rate 
and, because it is a “planned economy” without auto- 
matic contro] of mistakes, under unusually ricky con- 
ditions. The kcy to industrial expansion has always been 
to increase the capital investment per worker; the curve 
which illustrates the increase in this figure runs parallel to 
that showing the rise in productivity and output. And the 
only source of capita] equipment is profit. 

Actually, the profit margin on which the American 
economy operates, is definitely too low. We will have to 
increase it not only to obtain the economic expansion 
needed for stable cmployment, but in the interest of 
national strength and survival. 

In the past this country has depended to an altogether 
unprecedented extent on a substitute for genuine capital 
formation: the exploitation of nature’s bounty, the 
appropriation and the “mining” of virgin soil, the 
depletion of lumber, oil and ore resources. Henry 
Gcorge’s belicf that the appropriation of new land is the 


*] have refrained here intentionally from going into the important 
Keynesian distinction between “investment” and “‘saving’’, that is 
between profit used as the basis for expansion, and profit kept out of 
economic usefulness. In the first place it does not affect the over-all 
argument, profit is still the only source of new capital equipment. 
Secondly, the problem of obtaining ‘“‘investment”’ rather than ‘“‘saving”’ 
is discussed extensively in the section on stable employment following 
this. 
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sole source of capital, was a mistake; the sole source of 
capital] is profit. But his mistake was a natural one as the 
United States during the nincteenth century certainly 
based its expanding economy as much on the bounty of 
nature as on man-made capital. And to a lesser extent the 
same was true of the rest of the Western World, especially 
of England, except that there the natural resources of 
colonial territories were appropriated and used up rather 
than resourccs at home. We can no longer base our 
economy on the appropriation and depletion of nature’s 
bounty. In the future we are going to be incrcasingly 
dependent on profit. 

In the first place, the capital requirements for industrial 
expansion under modern technological conditions are too 
great to be satisfied out of ‘‘natural” resources. They can 
only come out of profits on production.* Sccondly, 
industrialization has become a world-wide process which 
means that the formerly colonial, raw-material producing 
areas will now necd for themselves the ‘‘natural] capital” on 
the appropriation and cxploitation of which Europcan, 
especially English, industrial expansion during the last one 
hundred fifty years was so largely based. Finally—and 
most important—we can no longcr afford to use up the 
productive resources of nature at the rate at which they 
have been uscd up. Soil crosion and deplcuon of soil 
fertility, destruction of timber resources, over-consumption 
of irreplaceable fucls and ores has been a world-wide 


* This docs not mean that capital investment has reached the point of 
“diminishing returns’’ where more and more new investment 1s needed 
to produce less and less increase in productivity On the contrary, all 
evidence shows that productivity per unit of capital investment has 
been increasing quite rapidly these last twenty-five years and is still 
increasing Our economic machine 1s simply too large to rest on the 
narrow foundation of appropriating accumulated ‘natural capital’ such 
as land, just as our monetarv system 15 too large to get its monetary 
material from bonanzas 
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phenomenon. But nowherc has it gone further than in this 
country; especially during the two World Wars we 
indulged in a veritable orgy of natural-capital con- 
sumption. In the interest of national defence, national 
prosperity an national survival we must surely preserve 
and build up our natural resources. They cannot be 
allowed to be used in licu of capital. Capital formation 
wil] have to be based on the one resource which, instead of 
being destroyed by being used, reproduces itself, namely 
profit. 


Just as it is nonsense to say that economic life is possible 
without profit, it is nonsense to believe that there could be 
any other yard-stick for the success or failure of an 
economic action but profitability. Of course, it is always 
necessary for socicty to go in for a good many unprofitable 
activitics in the social interest. But all such activities 
which are undertaken in spite of their economic un- 
profitability must be paid for out of the profits ofsome other 
branch of economic activity; otherwise, the total cconomy 
shrinks. Profitability is simply another word for economic 
rationality. And what other rationality could there be to 
measure cconomic activity but economic rationality? 

The reason for the frequent failure to understand this 
elementary proportion lics in the customary confusion of 
profitability which is an objective principle of social action, 
with the profit motive which ts a subjective principle of 
individual motivation. The confusion between these two 
entirely different things began with the utilitarian 
philosophers and economists of the classical period of 
economic thought who mistakenly derived profitability 
not from the objective conditions of economic life but from 
a thoroughly fallacious psychology of individual be- 
haviour This mistake in turn was possible because they, 
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though living in a period of violent economic expansion, 
based their economic thinking on the concept of a 
stationary economy—the concept of the equilibrium. Of 
course, even a stationary cconomy needs profits to make 
good the inevitable losses; but the losses of a stationary 
economy are not inherent in the cconomic process itself, 
but are caused by some outside agent, such as the weather, 
insects, pests, etc. While the disregard of the inevitability 
of such outside disturbances imparts to classical economics 
the abstract character of a chess problem, the classical 
economist intentionally aimed at a purely theorctical, 
quasi-mathematical formulation. 

To-day, we know that the assumption of an equilibrium 
is not only unrealistic but that the equilibrium itself is 
undesirable. Under modern industrial conditions there is 
no greater threat than a stationary cconomy which must 
lead to wholesale unemployment. We can no longer 
follow the classical economists or Marx in regarding 
profit as, at best, a provision against outside interferences 
with the equilibrium. In an expanding cconomy, profit 
and profitability are of the very essence of the cconomic 
process. In our theoretical economics this has been fully 
recognized.* Even in Russia the Marxist dogma of profit 
as typical of “capitalism” has been officially revoked; the 
recent revision of Sovict official theory which caused so 
much comment in this country, consisted mainly in 
accepting profitability as the yvard-stick and determinant of 


* The two books which pioneered in the development of the modern 
concept of a dvnamic economy are brank Kmight’s Fisk, Uncertainty, 
and Profit and Schumpeter’s Jheorte der Wirtschaftlichen [ntuickelung 
It 1s interesting that, though absolutely independent of each other, they 
wrote their books at about the same time in the years immediately 
preceding the first World War The contribution of these two books to 
economic thought 15 fully as great as that of Jeynes, if not greater, 
while Kevnes represents the last and most advanced formulation of 
equilhbrium economics, Knight and Schumpeter have opened up a new 
field of economic dvnamics 
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production undcr any social or economic system. It takes 
time, however, for new ideas to seep into popular con- 
sciousness so that popular discussion is still undcr the spell 
of the confusion between profitability and profit motive. 

This is much more than a theoretical question. The 
confusion is responsible for the failure of our economic 
policy to undcrstand that profits are necessary for 
economic cxpansion. It is a legitimate and serious prob- 
lem of cconomic policy to decide where the profits shall 
go, how thcy shall be invested, and what activitics should 
be furthered. But to question whether we want profits or 
not makes simply no sense—provided we want economic 
expansion. The confusion also underlies our failure to sce 
that the present rate of profitability on which American 
economy opcrates is too low for the economic expansion 
which we expect. 


The Profit Motive 


Profit and profitability are objective criteria of economic 
action. They have nothing to do with the beliefs of a given 
socicty or with particular institutions but apply to any 
socicty however organized. Essentially profit and profit- 
ability are nothing but reformulations of the law of the 
conservation of energy in economic terms. 

The “profit motive” on the other hand pertains to man’s 
actions and reactions. In capitalist society, morcover, It Is 
Insututionalized in special institutions, and bchaviour 
according to the “‘profit motive’ rcccives social sanctions 
and rewards. It is this “‘profit motive’, the socially 
sanctioned behaviour of the individual to obtain the 
maximum material gain, which is under attack as 
“‘unnatural” and ‘‘anti-social’’. And since the corporation 
in a free-enterprise economy is directed by, and dedicated 
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to, the satisfaction of this ‘‘profit motive’, the question 
arises whether the “‘profit motive” is indeed incompatible 
with a stable, functioning and good socicty. 

The attack on the profit motive as ‘unnatural’ and 
conflicting with socially and individually more beneficial 
and more fundamental human motives is, like the attack 
on profitability, partly the result of an excessive reaction 
against the wrong psychology of the utilitarian cconomists. 
They had proclaimed that man has a natural instinct to 
“truck and bargain’’, and they deduced from this instinct 
the laws of classical cconomics. We know to-day that there 
isnosuch thing as a natural instinct to ‘truck and bargain”. 
If we ever needed proof of the fallacy of the utilitarian 
concept, it has been abundantly supplicd by modern 
cultural anthropology and modern psychology.* We also 
know that in most human activitics, motives are thoroughly 
mixed, and that we will never find anybody acting on the 
basis of that “simple and clear calculation” of possible 
gain against possible effort on which the classical ccono- 
mists based their theories of economic behaviour. Finally, 
we know that the orthodox cconomists were completely 
mistaken when they used the utiltarian “‘pleasure-pain 
calculus” to equate “work” with “pain”. The psycho- 
logical and social ravages of uncmployment have ccrtainly 
shown that idleness, far from being pleasing, 1s destructive, 
and that work, far from being disagreeable, 1s a necessity 
of human existence and self-respect and in itself a source of 
pride and satisfaction. There is little Icft to-day of that 
psychology from which the profit motive emerged as the 
controller of human destinies and as the natural Jaw of 
human behaviour. 

To say that the profit motive is not inborn in man and 


* The reader will find a brlbant cemmarv ¢f thi- evidence in Karl 
Polanyi’s The Great Transformation (New York, 1944). 
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the expression of his true nature is, however, something 
very diffirent from asserting that it is vicious, unnatural 
and socially undesirable. This assertion rests on two 
belicfs which are both as untenable and as fallacious 
psychologically as the dogma of the prcordained profit 
motive which they tried to replace. The first of these is the 
belicf that man’s “‘creative instinct” is not only good in 
itself but alone sufficient to make man socially con- 
structive—-the belicf which is expressed in Veblen’s famous 
juxtaposition of “industry” and “business”. The second of 
these belicfs asserts that, but for the profit motive, human 
socicty would be one of equality and peace, and that all 
drive for power and privilege, all conflict and all in- 
equality are the result of the lust for gain. In other words, 
both beliefs sce in the profit motive the onc, or at least the 
main, obstacle to the millennium. 

It cannot be said too emphatically that no society can 
he based on man’s “creative instincts”. In order to make 
social life possible there must always be a principle of 
organization which reduces individual fulfilment and 
individual drive to a social purpose. Otherwise that co- 
ordinated human effort on which social life rests becomes 
impossible. [fwe do not use profit and profitability as the 
reduction gear, we would have to work out some other 
social mecharusm to convert the subjective drive of the 
individual into the objective performance of socicty. 

If we take, for instance, the people employed in the 
production ofan automobile, we shall find that the “instinct 
of workmanship” leads in totally different directions, 
depending upon whether we look at the cngincer, the 
production man or the sales manager. For the engineer 
the highest standard of achievement and craftsmanship 
lies in the most functional and most up-to-date car 
embodying the best and newest in engincering research, in 
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materials and in design. He may be inclined to regard as 
alien and as in conflict with his ideas of workmanship such 
considerations as cheapness and ease of production, habits 
of automobile users, their comfort, etc.; and he would want 
to change his design al] the time in order to incorporate the 
latest engineering improvements. The standards by which 
the production man will measure his workmanship and 
achievement would be above all cheapness, speed and case 
of production. His ideal is an enginecring design that will 
never change. His attitude towards the consumer's 
preference and desires was summed up perfectly in the 
cpigram attributed to that prince of production men, 
Henry Ford, when he said that “‘the customer can have 
any colour as long as it’s black’. The sales manager 
finally—or anybody whose business it is to distribute cars— 
secs Maximum achievement in the most saleable car, a 
cheap car that “looks like a milion dollars” and satisfies 
the consumcr’s desire to keep up with the Jonceses— 
however unreasonable this may appear to the enginccr or 
to the production man. Each has ‘“‘instincts of workman- 
ship” which are creative. But the instinct of the one can 
find free rein only at the expense of the instinct of another. 
Ifsociety wants automobiles, it must be able to subordinate 
the instincts of each man to an objective principle of social 
satisfaction. However much such an objective principle 
“violates” individual integrity—-a point mooted since the 
dawn of history—society must have it. 

The profit motive may not be the best reduction gear. 
It certainly is not the only possible onc. But to denounce 
it because it is a reduction gear—Veblen’s procedure— 
begs the question. What we have to answer 1s not whether 
the profit motive is good or bad, but whether it is efficient 
or inefficient as a principle of social integration of in- 
dividual motives and desires. 
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In a socicty which accepts economic advancement and 
economic goals as socially ¢ fficicnt and as socially desirable 
the profit motive is socially the most cfficient device. In 
any other socicty, it is not an cfficient mechanism. In the 
Middle Ages, for instance, the profit motive was clearly 
socially incfficient from the point of view of an order which 
regarded economic goals—beyond mere physical survival 
—as socially irrelevant and as morally suspect. In a societv 
which belicves in the desirability of economic progress, as 
has ours for the last two hundred years, the profit motive is 
an efficient mechanism of integration, because it relates 
individual motives and drives directly to accepted social 
purposes. Obviously, this creates problems in those spheres 
of social life to which economic rationality 1s not ap- 
plicable, such as the arts. But these problems are no 
greater than those faced by the Middle Ages in applying 
their non-economic objective principle of social integration 
to the economic sphere with its necessarily economic 
rationality. In other words, while no socicty and no 
principle of social integration can be perfect or automatic, 
the profit motive is the most efficient and the simplest 
mechanism for the conversion of individual drives into 
social purpose and action under the given conditions and 
belicfs of our society. It is, perhaps, the best commentary 
on this conclusion that the Sovict Union has gone as far as 
any capitalist country—and further—in using economic 
rewards and incentives in industry. For, however different 
its social tenets and institutions, Russia shares with the 
West the belief in cconomic goals. 


The Lust for Power 


What about the second count in the popular indictment 
of the profit motive: that it is the cause of the lust for 
power and dominance and the sole or main obstacle to 
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peace and equality? Certainly the “profit motive” is not 
necessarily inherent in human nature. But inherent in 
human nature there 1s a drive for power and distinction of 
which the profit motive is only one possible form. If we 
eliminate the profit motive, the result will not be the equal 
and peaceful socicty of the millennium but the emergence 
of some other outlet for man’s basic lust for power. 

The weakness of the traditional argument is beautifully 
illustrated by the first great sermon on the profit motive as 
the original sin, and on its abolition as the key to the 
earthly paradise—Thomas More’s Utopia. More’s ideal 
society is perfect, peaccful, free of strife and ambition 
simply because property and gain have been climinated. 
At the same time—almost on the same page—More 
proposes an claborate system of honours and preferments 
as the basis for social power and political rulership. And 
he never sees the obvious: that the compctition for these 
honours and preferments would at once bring back the 
ambition, the strife, the factionalism and the lust for power 
and prestige which he had just driven out by banishing the 
profit motive. Plato—and More was a Platonist—knew 
better. But his proposal in the Republic not to admit 
anyone to rulership until he be old enough to be past 
ambition is hardly more realistic; 1s there an age limit on 
ambition and pride? Wherever in history a man was kept 
out of power until very late, his lust for powcr, his am- 
bition, his dominance and factiousness increased, often to 
the point of pathological exaggeration. 

If I may again point to the findings of modern 
anthropology: the sentimental conecpt of “primitive 
equality” popularized by Rousseau and Marx has been 
exploded completly. There are many primitive tribes 
which do not know individual property in the sense in 
which we use the term. There are however no examples of 
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real communism among primitive tribes; communism is 
far too complicated a social arrangement to be attainable 
for a primitive society. And in every single culture we 
know of, there is a socially accepted motive of advance- 
ment to power and prestige around which the social 
organization is built. 

Actually, we should not have needed anthropology to 
teach us that socicty is based on man’s innate drive for 
power and social recognition. We have known for 
thousands of years that Pride is an essentially human 
quality. We may, with the ancient Greeks and the 
Renaissance, accept Pride as a virtue. Or we may with the 
Christian doctrine regard Pride as both cause and result 
of man’s fall from grace and as the centre of his cor- 
ruption. But we can never hope to have a socicty without 
it. The statesman may, as a Christian, deplore the weak- 
ness Of man and strive to overcome it in himself. As a 
statesman, however, he has to accept the fact that Pride 
and its manifestations are both, the rcason for the existence 
of society, and a constant in any social organization. The 
problem of the statesman Is not to suppress Or to overcome 
the drive for power; that is the concern of philosopher and 
saint. The political problem is how to direct the drive for 
power into the socially most constructive or least 
destructive channels. 

To say, as 1s customary, that the profit motive 1s bad 
because all drive for power 1s bad, evades the issue; it may 
be good theology but it certainly 1s not relevant to politics. 
To say that the profit motive is bad because without it 
there would be no drive for power, 1s not even bad 
theology; it is nonsense. The only relevant and meaning- 
ful question is whether the profit motive is the socially 
most cfficient one of the available directions in which 
the drive for power can be channelled. 
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I do not think that anyone can give a dogmatic answer; 
the absolutely best lies in the field of religion or philosophy, 
not in that of politics or social organization. But we can 
say that of the channels available and known to us, the 
profit motive has a very high, if not the highest, social 
efficiency. AJl the other known forms in which the lust for 
power can be expressed, offer satisfaction by giving the 
ambitious man direct power and domination over his 
fellow men. The profit motive alone gives fulfilment 
through powcr over things. It is an old truth that the 
richest and most overbearing millionaire in a capitalist 
society has less power over the individual worker than the 
worst paid official in a collectivist state, who can grant or 
withhold a licence to do business or a work card. Certainly 
there is the danger that the power over things may 
develop into a power over men. But it is not an inevitable 
danger, and it can be checked by social action. 

It has been long contended that we can also control the 
exercise of power over men—for instance, by a Bill of 
Rights, by popular vote, or by substituting rules of law and 
procedure for arbitrary decision; this 1s the case for 
‘“lemocratic socialism”. The argument fails to take into 
account that paternalism may be benevolent but will 
always tend to be arbitrary and uncontrolled—simply 
because it substitutes the best judgment of the ruler for the 
composite judgment of the ruled. And who 1s to control 
the ruler if his power over men has once been accepted as 
“‘Iegitimate power”? The profit motive is the one way 
known to us to divert ambition from the socially destructive 
goal of power over men, into a socially constructive 
channel, that of economic production. This, though not 
by itself sufficient, is a protection against the dangcr that 
the lives and the livelihood of the individual citizen will 
become pawns in the game of human ambition and fair 
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prey for the drive for power. It is no accident that the 
great villains of history are not found among the 
“economic royalists’ but among the “incorruptibles”’, 
whose aim was powcr and power alone. Neither Robe- 
spicrre nor Hitler could have been bought off by money; 
they lacked economic acquisitiveness entirely. But this 
hardly made them any morc beneficial for mankind; their 
indifference to anything but naked power over men only 
heightened their inhumanity. 

One of the most brilliant writers of our time, Arthur 
Koestler, recently put forward the thesis (in his book, The 
Yogi and the Commissar) that fundamentally there are only 
two types of social behaviour, renunciation of social 
effectivencss and pursuit of naked power. This, though 
not new, 1s a stimulating thesis, but also a most destructive 
one. It denies all meaning to social life and with it the 
possibility of a good or of a free socicty. To have a free 
society we must make it posible for man to act and to live 
in society without destroying himself or enslaving his 
fellow men. We must harness the lust for power to a social 
purpose. This, in a socicty accepting economic goals, the 
profit motive can do. 

We do not have to regard the drive for gain as noble or as 
the best man is capable of. But noble or base, it directs the 
drive for power into the Ieast dangerous channel. Of 
course the profit motive docs not bring about a free 
socicty; the identification of capitalism with democracy, so 
current to-day, is utterly superficial and is the result of a 
truly shocking confusion. But while the profit motive by 
itself leads to a free socicty as little as any other human 
drive, itis more compatible with it than the other forms in 
which the lust for powcr may manifest itself socially. A 
free socicty is not based on man’s drives but on his reason; 
it always has to guard against the danger of its perversion 
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by the drive for power or by anv other drive. The profit 
motive contains potential threats lke all other mani- 
festations of human pride. But unlike the other forms 1n 
which the drive for power may become socially effective, 
the profit motive of a free-enterprise society also contains 
powerful safeguards against the politically most dangerous 
consequence of human pride, the tvranny of the power- 
drunk. 


The Market 


The most consistent and the most serious criticism of 
profit is directed against its use as the organizing principle 
of the economic life of society, that is against the in- 
stitution of the market. 

Every society must perform somehow the functions 
which a free-enterprise society discharges through the 
market. It must allocate scarce goods. It must integrate 
individual motives and individual actions mto social 
effectiveness. It must have a determinant of the direction 
of economic activity and a contro] over mistakes. 

If we had real abundance of goods we would indeed not 
need any mechanism to distribute scarce goods. Real 
abundance means that goods would produce themselves 
without any human effort. This is not only impossible 
except on the lowest stage of ccononuce development and in 
a tropical climate; it is also catremcly undesirable. Tf by 
some miracle we could obtain the goods we want without 
effort, we would have to invent something that requires 
effort in order to have a civilization at all. Not only is 
work in our society the main claim to social standing and 
self-respect. We also know that wherever there 1s any 
cultural achievement in a primitive tribe living under 
conditions of natural abundance of subsistence goods, it 
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rests on an artificial and socially created need for cffort. 
A human community can only be organized on the basis 
of joint effort. And while the purpose to which the effort 
is organized may be varicd—a religious cult, war or 
economic progrcss—its basis must always be the organiza- 
tion of productive work. 

The need for a principle of social integration has been 
discussed a few pages back where we talked about the 
function of the “‘profit motive”. We only have to add that 
this integration depends on society’s having one standard 
of valucs, onc common denominator in which the different 
contributions of different people can be expressed, and by 
means of which they can be compared. 

Every socicty needs unification and control of its 
cconomic activity. Above all it needs a means to discover 
and to correct, before they have gone too far, mistakes in 
the direction of economic effort and in the allocation of 
economic resources. In a static economy, such as that of a 
primitive tribe, tradition hallowed by age and fortified by 
religious rites is sufficient for this purpose. But in an 
expanding cconomy there must be a governor in the 
system itself to prevent misdircction and to correct 
mistakes promptly. Otherwise, an error once made, might 
be persisted in until tt results in economic catastrophe. 

The market discharges these functions by making price, 
that is, an cconomically rational value, the organizing 
principle of economic life. The claims to scarce goods— 
income— are distributed according to the individual’s 
contribution to cconomic production; in theory at least 
there is no other basis. Human effort 1s reduced to a 
common denominator by price also; maximum cconomic 
efficiency in terms of cost and price determines. the 
organization and co-ordination of human effort under the 
market system. And the constant check of cost by price in 
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a competitive market is intended to supply an immediate, 
permanent and automatic control for all economic 
activity. 

This concept of price as the economically rational value 
is in turn based on the belicf that the proper end of 
economic activity is the satisfaction of the economic wants 
of the individual. The cconomic wants of the individual 
are the ultimate criterion of economic production, his 
decision how to allocate his purchasing power between 
competing goods is the ultimate director of the market 
and of production under the market system. 

A good many of the traditional arguments for and 
against the market are mere shadow-boxing. They deal 
with the market as a theoretical abstraction claiming both 
perfection and universality. But the market is nothing of 
the sort. It is a man-made social institution, operating not 
in a vacuum but in society. This society has many other 
concerns beside economic ones, and many other re- 
sponsibilitices beside the satisfaction of the individual 
citizen’s economic wants and needs. Herbert Spencer, 
seventy years ago, overlooked this in his condemnation of 
social serviccs such as municipal fire brigades or free 
schools as “socialistic” and as destructive of the market 
system; so did the English Socialist* who in our days 
“proved” the market to be a failure by showing that the 
behaviour of people in the market was not exclusively 
determined by cconomic rationality. 

The functioning market of a going. free-cnterprise 
society differs considerably from the theorem of the text- 
books. In a functioning markct, competition is not and 
cannot be perfect. Even if kept free from major mono- 
polistic attempts, no economy could or should realize the 


* Barbara Wooton whose book Lament for Economics enjoyed con- 
siderable popularity during the Depression 
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ideal markct of absolute compctition. It must be full of 
small, Jocal monopolies and near-monopolics. The 
restaurant opposite the court house enjoys somcthing of a 
monopoly on the provision of lunches to lawyers and other 
people who have business at court; equally monopolistic 1s 
the advantage of the drug-store owner whosc brother 
happens to be the small town's leading doctor. Almost 
nobody buys in a completely free market except, p rhaps, 
the professional purchasing agent of a very large buyer- - 
and even ifie awards the contract to the lowest bidder, the 
field of competition is usually severely limited by geo- 
graphy and communication. 

More important Js the fact that the individual consumer 
of the market-theory does not cart. Wants areas much an 
expreston of non-economie needs and desires as of 
economic ones. Social prefercuecs differ from country to 
country, from region to region, from class to class. A 
hand-made dress or cuit which, to the coloured share 
cropper im the Deep South, is a mark of social and 
economic infertoritvy is a badge of distinction on Park 
Avenue. Perfume will sell better at five dollars than at 
fifty cents even though the contents of the bottle may be 
the same. Social prestige, habit, tradition, fears and hopes. 
fashions, the desire to “keep up with the Joneses” are all 
powerful determinants of individual economic action 
though all of them are cConomically irrational. 

Economic rewards, that is. incomes, are also not dis- 
tributed primarily according to the recipient’s con- 
tribution to cconomic production. Not only docs every 
society give non-economic rewards in the form of prestige, 
power, titles, ete., which are often more ardently desired 
than money or goods. Every society must reward 
thousands of services which, in terms of strict economics, 
are unproducuve---ranging all the way from the priest to 
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the gambler. Economic services proper are rewarded as 
much according to the social esteem in which the oc- 
cupation or profession is held as bv their economic 
contribuuon. Physically dirty jobs, or jobs in) which 
personal service is given, are underpaid everywhere. Jobs 
which are conspicuously in the public eve, are equally 
overpaid. Where the connection between the work and its 
economic effect is indirect and difficult to measure, soctal 
custom decides— as shown by the relative economic 
position of research physicist and corporation lawyer. 
For social reasons the poorest groups of our population. 
such as the cotton share croppers are paid much higher 
wages than cconomic cfhicienev would ever justify. Seen 
purely as a factor in economic production, the cotton share 
cropper contributes about four or five weeks of unskilled 
labour during the entire vear; for cotton needs little 
cultivation except at picking Ume. Regarded as a wage 
for four to five weeks of work, that is, regarded only on the 
basis of economic rationality, the $200 or $300 reecived by 
the share cropper every year is fabulously high and 
completely unjustifiable. Yet, everybody will protest, 
rightly, that the share croppcr’s income shoulda be a good 
deal higher than itas ihe is to have a minimum standard 
of living and that it as Judiwrouw to apply cconomic 
rationality in judging his income. 

The market as a concrete mnetitution of'a free-enter prise 
society can therefore be only an approximation of the 
markct of the text-books—-and not a very close ap- 
proximation cither. But this is sufficient for it to discharge 
its main functions. That there is no really perfect com- 
petition is of considerable importance to the economic 
analyst or to the businessman who contemplates the 
purchax. of a property. Nevertheless the incomplete and 
partial compctition of the actual market provides a 
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ideal market of absolute competition. It must be full of 
small, Jocal monopolies and near-monopolics. The 
restaurant opposite the court house enjoys something of a 
monopoly on the provision of lunches to lawyers and other 
people who have business at court; equally monopolistic is 
the advantage of the drug-store owner whose brother 
happens to be the small town’s leading doctor. Almost 
nobody buys in a completely free market except, pc rhaps, 
the professional purchasing agent of a verv large buyer-—- 
and even ifhe awards the contract to the lowest bidder, the 
field of competition is usually severely limited bv geo- 
graphy and communication. 

More important ts the facet that the individual consumer 
of the market-theory does not cxrt. Wants are as much an 
capres-ion of non-economic needs and desaures as. of 
economic ones, Social prefercuces differ from country to 
country, from region to region, from class to class. A 
hand-made dress or suit which, to the coloured share 
cropper in the Deep South, 1s a mark of social and 
ccononuc inferiority, 1s a badge of distinction on Park 
Avenue. Perfume will sell better at five dollars than at 
fifty cents even though the contents of the Lottle may be 
the same. Social prestige, habit, tradition, fears and hopes, 
fashions, the desire to “keep up with the Joneses” are all 
powerful determinants of individual economic action 
though all of them are ¢conomically irrational. 

Economic rewards, that is, incomes, are also not clis- 
tributed primanty according to the recipient's con- 
tribution to economic production. Not only docs every 
society give non-cconomic rewards in the form of prestige, 
power, titles, etc., which are often more ardently desired 
than money or goods. Every society must reward 
thousands of services which, in terms of strict economics, 
are unproductive --ranging all the way from the priest to 
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the gambler. Economic services proper are rewarded as 
much according to the social esteem in which the oc- 
cupation or profession is held as bv their economic 
contribution. Physically dirty jobs, or jobs in which 
personal service is given, are underpaid everywhere. Jobs 
which are conspicuously in the public eve, are equally 
overpaid. Where the connection between the work and tts 
economic cffect 1s indirect and difficult to measurc, social 
custom decides—as shown by the relative economic 
position of research physiesst: and corporation lawyer. 
For social reasons the poorest groups of our population, 
such as the cotton share croppers are paid muel higher 
wages than cconomic ¢flicteney would ever pustifv. Seen 
purcly as a factor in economic production, the cotton share 
cropper contributes about four or five weeks of unskilled 
labour during the entire year; for cotton needs little 
cultivation except at picking time. Regarded as a wage 
for four to five weeks of work, that ts, regarded only on the 
basts of cconomic rationality, the $200 or $300 reecived by 
the share cropper cvery year is fabulously high and 
completely unjustifiable. Yet, everybody wil protest, 
rightly, that the share cropper’s income should be a good 
deal higher than tas fhe ts to have a minimum standard 
of living and that it is Judicrou to apply economic 
rationality in pudging his income. 

The market as a concrete institution offa free-enterprise 
society can therefore be only an approximation of the 
market of the text-books— and not a very close ap- 
proximation cither. But this is sufficient for it to discharge 
its main functions. That there is no really perfect com- 
petition is of considerable importance to the economic 
analyst or to the businessman who contemplates the 
purchase of a property. Nevertheless the incomplete and 
partial compctition of the actua) market provides a 
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idcal market of absolute compc tition. It must be full of 
smal], local monopolies and near-monopolics. The 
restaurant opposite the court house enjoys something of a 
monopoly on the provision of lunches to lawyers and other 
people who have business at court; equally monopolistic is 
the advantage of the drug-store owner whose brother 
happens to be the small town’s leading doctor. Almost 
nobody buys in a completely free market except, pi rhaps, 
the professional purchasing agent of a verv large buyer-— 
and even ifhe awards the contract to the lowest bidder, the 
field of competition is usually severely limited by geo- 
graphy and communication. 

More important is the fact that the individual consumer 
of the market-theory docs not oat. Wants are as much an 
expression of non-cconomic needs and desires as) of 
economic ones, Social prefercnecs differ from country to 
country, from region to region, from class to class, A 
hand-made dress or cuit which, to the coloured share 
cropper in the Decp South, is a mark of social and 
cconomic inferiority, 1 a badge of distinction on Park 
Avenue. Perfume will sell better at five dollars than at 
fifty cents even though the contents of the bottle may be 
the same. Social prestige, habit, tradition, fears and hopes. 
fashions, the desire to “keep up with the Joneses” are al) 
powerful) determinants of individual economic action 
though all of them are cconomuically irrational. 

Economic rewards, that is, incomes, are also not dis- 
tributed primarily according to the recipient’s con- 
tribution to cconomic production. Not only docs every 
society give non-ccononnce rewards in the form of prestige, 
power, titles, etc., which are often more ardently desired 
than moncy or goods. Every society must reward 
thousands of services which, in terms of strict economics, 
are unproductive -—-ranging all the way from the priest to 
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the gambler. Economic services proper are rewarded as 
much according to the social esteem in which the oc- 
cupation or profession is held as bv their cconomic 
contribution. Physically dirty jobs, or jobs in which 
personal service is given, are underpaid everywhere. Jobs 
which are conspicuously in the public eve, are equally 
overpaid, Where the connection between the work and its 
cconomic effect is indirect and difficult to measure, social 
custom deeides—as shown by the relative economic 
position of research physicist and corporation lawyer. 
For social reasons the poorest groups of our population, 
such as the cotton share croppers are paid much higher 
wages than economic ¢ ficiency would ever justify. Seen 
purely as a factor in economic production, the cotton share 
cropper contributes about four or five weeks of unskilled 
labour during the entire year; for cotton needs little 
cultivauion except at picking time. Regarded as a wage 
for four to five wecks of work, that is, regarded only on the 
hasis of economic rationality, the $200 or $300 received by 
the share cropper every vear is fabulously Ingh and 
completely unjustifiable. Yet, everybody wil protest, 
rightly, that the share cropper’s Income shoula be a good 
deal higher than at is fhe ts to have a mimimum standard 
of living and that it is ludicrous to apply cconomic 
rationality in judging his income. 

The market as a concrete institution of a free-enterprise 
society can therefore be only an approximation of the 
market of the text-books—-and not a very close ap- 
proximation cither. But this is sufficient for it to discharge 
its main functions. That there is no really perfect com- 
petition is of considerable importance to the economic 
analyst or to the businessman who contemplates the 
purchase of a property. Nevertheless the incomplete and 
partial compctition of the actual market provides a 
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sufficient check on economic inefficiency and on economic 
mistakes. That consumers do not act according to 
economic rationality, indeed that they do not want to act 
so, 1s Obvious. Modern advertising openly exploits this 
fact; and no one would deny that it often abuses the 
consumer's ignorance, his gullibility or his fears, hopes and 
day-dreams. Yet, with all the abuscs, the consumer’s 
dollar is still the determinant of cconomic action. This 
means that, whatever the limitations on economically 
rational bchaviour, the actual markct still performs its 
twin tacks of allocating scarce goods and of integrating 
individual cconomic cfforts into the teamwork of pro- 
duction. 

For this reason, the really important arguments are not 
those that deal with the failure of the market to measure 
up to the ideal, but those that attack the very principles on 
which it 1s based. We shall here be concerned with two 
such arguments*: (1) that the market 1s socially destructive 
because it) subordinates cvervthing to the economic 
criterion, that is to price; and (2) that the market is 
socially destructive because it subordinates all economic 
considerations and concerns to the satisfaction of the 
individual's economic wants. What makes these argu- 
ments important is that their premises are correct: the 
markct does subordinate all social activity to price, and all 
economic activity to the satisfaction of the individual’s 
wants, Butas it therefore anti-social? 

Ours is certainly a materialist age in which cconomic 
goals have become deified. And one may well feel that the 
Occident is giving up all the real values, all its heritage, all 
the things that make for the Good Life. to chase the 


* Thereis a third major argument against the market svstem that itis 
unable to overcome depression and unemployment This 1s so rmportant 
a point to-day---and differs also so completely from the arguments 
discussed here—that we shall devote to it the whole of the next section 
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phantom of the rising standard of living. The argument 
may scem a little weak to those who have scen real 
poverty—the poverty of preindustrial countrics; but even 
they will admit that matcrial goals such as our culture 
glorics in, are not the highest goals of human endeavour. 
But what is the alternative? Unless we know what to put 
in the place of the economic goals, we simply cannot act. 
Before we can throw out a going system, however bad, we 
must have something better to put in its place. The 
argument that things could not possibly be worse and that 
any change must be a change for the good, 1s always 
nonsense in politics. 

Of the making of utopias there is no end; and they are 
useful things as they fire the imagination of men and give 
them lights to stcer by. But in politics the question is not 
what is ideally desirable. It 1s which of the possible 
solutions is best. And war is to-day the only possible 
alternative to economic progress as the organizing 
principle of social life in the Western world. This was the 
only goal which Hitler’s Nazi Germany, the most thorough 
attempt at a non-economic society made so far, could find. 
The Nazi Jeaders mav have wanted war from the start — 
some certainly did. But the tremendous popular appeal of 
Nazism was to the vague but powerful revolt against 
economic goals in the German people. The tragedy of 
Nazism was not that it provided a new outlet for man’s old 
urge for war. But it perverted idealistic and romantic 
movements which had rejected economic goals as too 
crass and too matcrialistic, into the crasscst materialism 
of the belief in war and conquest precisely because these 
movements were romantic oncs, that 1s, purcly negative 
ones. 

There is no evidence that another attempt madc else- 
where would lead to a different result. To make economic 
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progress the goal of sccial cffort may be as bad and as 
deletcrious as the critics say it is; and the subordination of 
other social considerations to profit can certainly be over- 
donc, and often is. But the job of social integration and 
that of allocating scarce goods has to be donc. And 
certainly cconomic progress as an organizing principle is 
more constructive and more beneficial socially than total] 
war. 

If we accept economic progress as a social good—even if 
only faute de mteux—-we must also accept price as socially 
constructive; it is a simple, dependable and economically 
rational mechanism. A society that strives for economic 
goals has to base its economic system on price, ifit 1s not to 
live in constant tension. But for price it would have to rest 
on political, that is extra-cconomic fiat. In the market 
system, cconomic activity is determined by the same 
factors which inevitably determine productivity and 
efficiency in any cconomic or social system, namely, the 
cost factors of labour, rate of capital accumulation, etc. In 
this sense -and in this sense alone—the market system 1s a 
“natural” system: and for this reason the subordination of 
other eriteria to that of price gives the greatest social 
stability and the Icast social friction to a society that 
beheves in ceonomic goals. The Sovict Union, while it 
docs not know a market i our sense, subordinates 
economic activity to price and cost just as docs a capitalist 
economy; for it too professes the belicf in economic goals. 
The only difference is that the price is set by the state in- 
stead of by the composite action of individual consumers. 


The argument that the market is anti-social because it 
makes economics supreme, is based on esthetic or moral 
values. It is also usually an attack on society whatever its 
organizing principle, rather than on an economically 
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organized society. The moral and esthetic critics would 
have been just as critical had they lived in the thirteenth 
instead of in the twenticth century; for every socicty must 
subordinate all other valucs to one guiding criterion of 
value. Hence their point is essentially a non-political, even 
an anti-political one. 

The opposite is true of the second argument: that the 
market system is anti-social because it subordinates the 
needs and wants of the group to those of the individual. 
This is an argument from politics. It leads to the most 
important conclusions regarding the political functions 
and the political limitations of the market system. 

The market system necessarily fails to satisfy group 
needs because it centres on the satisfaction of individual 
demands. It is the definition of the market that it is 
directed to and by the individual consumer. There is 
nothing very new or very startling in this statement; it was 
first made by no less an advocate of the market system than 
Adam Smith. Obviously, what concerns the survival of 
society as organized society is a matter for community 
action. Its satisfaction can only be achieved on the basis of 
community decisions and preferences, that is, on the basis 
of political decisions. 

Herbert Spencer’s demand that the market be universal, 
was a compl te misunderstanding. The market can cxist 
only as an institution of a going society. To make it 
absolute and universal means, however, to abolish 
organized society. Anarchism may be defensible on 
philosophical] grounds; but it can never be the policy of a 
society whose first duty is to its own survival. 

A complete misunderstanding also underlies — the 
demand so popular to-day that we abolish the market 
because it cannot make political decisions and that we 
replace it by “economic planning’. This appeal rests on 
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the assertion that under a “‘planned economy’ the 
economic system will automatically and infallibly give us the 
right and necessary political decisions. This 1s sheer 
nonsense and a dangerous bit of quackery. 

No cconomic system no matter how it is organized can 
give us the right political decisions. Political decisions 
must always be made by political organs; and necdless to 
say they can never be infallible or automatic. The 
inadequacy of military preparation in England or in the 
United States before the war—clearly a danger to the 
survival of those countrics—was not the result of the 
markct system but of the unwillingness of leaders and 
voters In the democracics to make the decision for war. 
Once this decision was taken the markct delivered the war 
goods without trouble. Only our present tendency to 
scarch for an ‘‘automatic system” that will take the burden 
of responsible political decisions off the shoulders of the 
citizens can explain the appeal of “economic planning”’ as 
a panacea. This tendency is not confined to the sphere of 
economic policies; it is very much in evidence, for instance, 
in the ficld of international politics and international 
organization. It is actually nothing but a reformulation of 
Herbert Spencer's search for the infallible remedy against 
the burden of responsibility, watchfulness and decisions. 
And it is a grave threat to the survival of a free society 
which can only rest on the political responsibility and 
decisions of the citizen. An “infallible” and ‘‘automatic” 
system is simply a tyranny. 

The campaign for ‘economic planning” is thus dirccted 
not against the market as an cconomic institution but 
against free government. It is really an argument for the 
absolutism of a Leader, or for the rule of the bureaucratic 
expert. Stripped of its sales talk, the argument for 
“economic planning” bluntly asserts that under present- 
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day conditions no industrial society can have a free 
government and survive. 

The absolutists of the market, and the absolutists of 
economic planning, both fail to see that the market system 
by its very foundation in the satisfactions of the individual 
implies two co-existent and equally important spheres of 
social life. The one is the individual sphere in which 
organized society cxists only as a tool for the satisfaction of 
individual ideals, aspirations, needs and wants; the other 
is that of organized socicty in which the individual exists 
only as a tool—the term “member” ts a highly appr opriate 
one—for the sake of sacicty’s survival and for its ends. 
Both spheres are essential to the nature of man. Indeed 
without them, there could be no human society; there 
could only be the bechive or the madhouse. The question 
-—the real question of economic policy-—is where to draw 
the line and how to make one sphere balance and support 
the other. 


Social Needs 


If we turn first to the sphere of social needs which the 
market cannot satisfy, there are definite areas from which 
it has to be excluded, and to which the individual’s 
economic needs and wants are completely irrelevant. The 
classical cxamples are the administration of justice and the 
maintenance of internal order. Another onc, particularly 
important in the devclopmc nt of the United States, are the 
“internal improvements” which through collective action 
establish the framework for more effective individual 
action. The TVA is the best contemporary illustration. 
But the most important case is modcrn war. Total war is 
the test of a socicty’s capacity to survive. In it the in- 
dividual must be completely subardinated to socicty-——-not 
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only in his necds and wants but in his very existence. 
Modern war 1s the absolute antithesis of the market. If we 
were to live in perpetual total war, or only perpetually 
under its threat, the market svstem could not be main- 
taincd. The really decisive encroachments on the free- 
enterprise system during the last two generations have 
been the result of the gradual degencrauon ef modern 
socicty into a total-war society. 

The determination of the areas from which the market 
must be excluded has never presented much of a political 
problem. It is a stmple matter of obvious necessity, All 
that has to be said here about these problems is that it is in 
the best interest of society to make a clear decision which 
areas are purdly political, to formulate unambiguous 
policies for their administration, and to establish strong 
organs of government to carry out these policies. Also 
the attempt must be made to utilize the citizen’s imagina- 
tion and initiative to their fullest extent in these spheres, 

Problems of economic pohey proper only begin when 
we trv to establish the limitations on the operation of the 
market in those areas where the market can and should 
operate but cannot be allowed full sway in the interest of 
social stability. 

Everything in the market i a “commodity?. Everv- 
thing is a factor in production to be organized according 
to economic rationality and valued according to its 
price on the market. But no society can allow labour, 
physical resources of fand or equipment and money 
to be treated as “commodities”. Labour is man. Land 
and capital equipment are das environment and_ his 
productive resources, Money and credit are the social 
organization itself which brings together man and his 
resources, Clearly, all three must be preserved for 
society. to survive. The market cannet be allowed to 
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destroy them nor to destroy their stability.* To lmit the 
operations of the markct for the sake of the maintenance of 
the social fabric has been the purpose of most of our 
cconomic policy in the Jast hundred years. It is the 
rationale for the regulation of work and employment, of 
the labour of women and children, of the conservation of 
natural resources, of ccntral banking, of slum clearance, 
but also for the supervision cf the trade in narcotic drugs. 

A special problem—in itself of considerable magnitude 
and difficulty—is the limitation of the effect of economic 
change on the social fabric. The whole purpose of the 
market system is change, namely cconomic expansion. 
But society requires a considerable stability and pre- 
dictability to survive. Above all the individual can only 
function in a social habitat with which he ws familiar, 
which he understands and for which he has traditions. 
Even in this most mobile country, the “mobility of 
labour’’—to use the cconomist’s term—is very low. The 
Oklahoma farmer, “tractored” off his land becomes an 
“Okie, without social roots, disintegrated and himselfa 
disintegrating force. The worker ina town that has lost its 
industries, Cannot simply pull up stakes and go elsewhere. 
He is tied by hundreds of bonds --family, home ownership, 
friends, church, even by his debts. And our greatest social 
post-war problem will be the soctal effect of economically 
necessary change on the social unit of the family farm. 
Especially pressing will be the problem of the millions of 


* This is a summary of the main point of Karl Polanvi's 7Ae Great 
Liansformatiun (New York, 1944) My only quariel with this profound 
book 1s that the author falls himself prey to the economic absolutism he 
so deplores in others Not only does he fail to see the role of war in the 
shrinking of the market sphere, he believes that the market must either 
be absolute and universal, or cannot be at all Hence he concludes from 
the necessity of limitations on the operations of the market that the 
market his no sphere at all in which it can exist and operate = I] sec no 
logical o1 political justification for this conclusion 
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Southern cotton share croppcrs whose whole existence is 
threatened by the mechanical cotton picker. No doubt, 
the replacement of the economically most inefficient share 
cropper by the efficient machine should eventually result 
in a higher income for all, including the displaced share 
cropper. or their descendants. But where will the five or 
cight million share croppers go, and what will they do? 
And what about the social and economic fabric of the 
South of which they have been the warp? Surely a sudden 
displacement of the share croppers would be a social and 
political catastrophe not only for the South but for the 
whole country. At the same time to maintain by political 
means the socially and cconomically obsolete system of 
cotton share cropping in the face of technological advance 
can only result eventually in even worse catastrophe; with 
every year the adjustment will become more difficult, the 
status quo less tenable. In dealing with the social effects of 
cconomic change we clearly have not only to solve the 
problem of limiting the market but that of making it 
operate as well, 

Where the line has to be drawn that limits the market, 
and how it 1s to be drawn can only be decided if we 
juxtapose the political and secuil functions of the market to 
if. limitations. As the cxample of the cotton share cropper 
shows, the economic rationality of price supplics a constant 
gauge of political decisions affecting the economic sphere. 
If we decide to maintiun the cotton share cropper in spite 
of his economic obsolc-cence, the market will show us not 
only how much this decision costs in terms of national 
wealth and income but also how great a discrepancy 
develops between economic and social rationality. With- 
out such a yard-stick we simply could not have a policy at 
all. We would cither have to let loose the technological 
forces all at once and risk social upheaval now, or keep 
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the machine out altogether and ensure eventual total 
collapse. With the market as a yard-stick we can have a 
policy of gradual adjustment, difficult though it will be. 
The existence of the markct is thus a prerequisite to any 
policy that aims at controlling the impact of change, at 
least as long as we want economic expansion. 

There can be no adequate substitute for the market in 
this function, preciscly because it is based on the decisions 
of the individual consumer. Not that the individual in his 
economic decisions is necessarily wiser or less given to 
mistakes than would be a well-trained cconomic expert. 
But the mistakes of the individual are small mistakes 
because his area of operation is small; and because there 
are so many individuals, their small mistakes, setbacks and 
catastrophes tend to balance each other. With a few 
economic dictators in command—such as a group of 
economic planners—the economy would proceed in a 
series of violent fluctuations and with the constant risk of 
catastrophic mistakes. It is no accident that the Soviet 
economy works on the highest profit margin of any 
industria] country; the risk of catastrophic mistakes, such 
as led to the great famines of the early thirties, is very much 
grcater under a Five-Years Plan than in an economy which 
is ruled by those millions of very small bosses, the con- 
sumers. 

In a society like ours which behevcs in economic goals, 
we could not have a successful social policy unless we had 
the principle of economic rationality which the market 
gives in price. The very delineation of the areas where the 
market cannot be allowed to operate freely depends on a 
functioning economic yard-stick. The interests of society 
for the sake of which we have to limit the market are by no 
means harmonious. What is morc important for socicty— 
to abolish slums through cheap housing or to maintain the 
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social sccurity and traditions of construction workers 
through restrictions on methods and materials? A 
decision can only be reached if these conflicting interests 
can be expressed in the same terms, that is, in terms of 
their cffect on costs and prices. Without the common 
denominator of price, every single decision of social policy 
would be a political ducl beyond Compromise, and to be 
decided solely by political pressure. Above all, without 
the yard-stick of price, we could not measure the'effect of a 
social policy on economic cfficiency and productivity. 
And these effects are a genuine concern of policy not only 
in any socicty that strives for economic expansion but in 
any society that wants to survive. For the efficient 
utilization of its cconomic resources is a prerequisite to the 
physical survival of a society and of its members. 


The Individual Wants 


So far there has been itd or nothing in our argument 
with which the confirmed socialist could not have agreed. 
But at this point he would take issue with us: “Nothing 
you have said so far, 1s really an argument for the market, 
that 1s for basing economic decisions on the whims and 
preferences of the individual consumer. You have only 
shown that in asociety that strives for economic expansion, 
cconomic policies and decisions must be based on 
economic rationality, that is, on price. I fully agree; but 
you don’t need a market to have price. Took at the 
Soviet Umon which subordinates economic decisions to 
price without subordinating them to the individual 
consumer, You argue that a price that 1s based on com- 
petition, that is, on the decisions of a multitude of small 
consumers, is a more rehable vard-stick and corrective 
than a price that is based on the calculations of economic 
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experts under an over-all plan. I think that you tend to 
over-cstimate the efficiency of market competition and to 
undcr-estimate the possibilities of “socialist compctition”’, 
that Is, measurement and correction based on the objective 
yard-stick of cost accounting. But even if you should be 
right, 1t would prove only that a socialist system would 
need a somewhat larger risk-premium in the form of a 
higher profit margin. That, however, is a very minor 
mattcr comparcd to the tremendous advantage a socialist 
system gives in terms of social strength by making the 
satisfaction of socicty’s survival needs paramount.” 

Our hypothetical socialist 1s quite right: everything said 
so far dealt with price and cost rather than with the 
specific price of the market, that is with price determined 
by individual demand. There is only one thing he over- 
looked—a society which considers economic goals to be 
social ends, can be a free society only if its major economic 
decisions are made on the basis of the individual's 
economic wants, that is, in and through a market. 

This point is usually presented to-day mn the argument 
that a collectivist economy would demand an absolute 
government. This is true; but why is it truce?) Why ts the 
socialist Counter-argument incorrect that freedom could 
and would be preserved through the popular control of the 
economic organs of the government? The answer is that 
no society can be free in which the citizen’s self-interest in 
the socially constitutive sphere is im contmuous and 
inevitable conflict with the sclf-intercst of society. Tf this 
happens the citizen must be prevented from following his 
self-interest. His actions in the very sphere in which 
lie the social goals, must be denied, controlled or sup- 
pressed. Government must be supreme and absolute; 
the citizen cannot be allowed to control, direct and 
supervise it; he cannot be allowed even to participate in it 
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except, perhaps, in such shams as the Nazi ‘“‘plebiscites”’. 

In a socicty striving for economic expansion, the 
socially constitutive sphere is the economic one. Such a 
socicty thercfore can only be free if the individual citizen’s 
economic desircs and decisions are socially effective and 
the determinant of the socicty’s economy, that is, based on 
the market. If, as all collectivists assert, the indivicual’s 
economic decisions are anti-social and cannat be allowed 
to rule the economy, social good and individual good in an 
economic socicty would be in basic conflict. The govern- 
ment would certainly have to be in full control of the 
economy, and all economic decisions would have to be 
taken on the basis of the good of the group, that is, by 
political fiat. In that case, a socicty striving for economic 
goals could never be a free society. It would have to have 
an absolute government over which the anti-social self- 
interest of the individual could not be allowed any control. 

The relationship between the self-interest of the citizen 
and the interest of society is the most fundamental 
question of a free society. For there is no doubt that these 
two interests are never the same. Plato and Rousseau 
attempted to resolve the conflict by educating away the 
self-interest of the citizen, the philosophical anarchists 
such as Herbert Spencer by denying the reality of society. 
Neither attempt can be successful. But the market, 
however limited and incomplete, endows the economic 
self-interest of the individual with social efficiency and 
effectiveness. Hence the market, that 1s the use of the 
individual’s cconomic decision as the governor of the 
economy, makes possible a free government in a society 
striving for economic goals. 

Freedom is an article of faith, and not a law of physics. 
It is perfectly possible, therefore, not to beheve init. Ifthe 
collectivists have no faith in it they cannot be proven 
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wrong. Also, freedom docs not come by itsclf but requires 
great and constant human effort. It is perfectly possible to 
hold—particularly for those who do not believe in freedom 
anyhow—that despotism is much casier. But one argu- 
ment is impermissible—that a free socicty is less efficient 
and less stable than a despotic one. Precisely because in a 
free socicty there is no conflict between the desires and 
decisions of the individual and those of socicty, a free 
society suffers far less from friction and has far greater 
stability and far greater reserves of vitality than a despotic 
one. For it uses the self-intcrest of the citizen in the social 
interest instead of fighting it constantly. This is only a 
secondary argument for those who, like the author, believe 
in freedom as an article of faith and as commanded by the 
nature of God and of man. But since we have been 
concerned in this chapter with social stability and survival, 
we might point out that the market contributes to both 
because it makes possible a free economic socicty. 

As Jong as we accc pt economic progress as a social good, 
the market 1s thus both, indispensable to a free society and 
indispensable to economic stability and functioning. 
Without price, that is without economic rationality, as the 
determinant of cconomic action, we could not have an 
economic socicty. Without market price we could not 
have freedom in an economic socicty.. While the social 
intcrest demands limitation of price and market, it also 
demands the fullest possible utilization of the political and 
social pote ntialitics of the market. Henec, regulation and 
intervention in these ficlds should never take the form of 
direct political control, and of substituting political fiat for 
market action. It should always be confined to the setting 
of the limits within which the market is given full play. 
There can be—and there is—considerable disagreement 
where those limits should lic in specific cases. They must 
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be broad enough to allow the market its work of correction 
and integration; society’s need to impose a limit on the 
market for the sake of a social interest in need of pro- 
tection should always be weighed against the effect of the 
limitation on the opcration of the market and on society’s 
interest In economically cfficient production. The market 
1s neither a perfect nor an all-embracing institution. But 
within its limits 1t operates in the social interest. 


3 
Is Furr. EMproyMENT Posstsur ? 


THE questions discussed so far- -monopoly and bigness, 
profitability, market and markct price, profit: motive-— 
have been with us for over a century. For the most part 
this chapter has donc little but sum up a traditional debate. 
But, as has become clear during the last ten or twenty 
vears, the future of the industrial system will not. be 
decided by the answer we cive to the classical questions 
of cconomic policy, but by its ability to provide full 
employment. If the free-enterprise system fails to main- 
tain full employment, it will not survive, whatever its other 
advantages. If it solves the full-employment problem it 
will have the support of the great majority of the people in 
this country. Full employment has become the touch- 
stone of America’s economic system and the focus of our 
economic policy. 

A great deal can be said against the current belief that 
full employment is the greatest economic good, and that 
unemployment ts the greatest economic evil. Catastrophes 
rarely occur twice in the same manner. And the means 
adopted after one catastrophe to prevent its recurrence arc 
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usually ineffective against the next. Hence it may well be 
that in concentrating on the prevention and cure of 
unemployment, we are preparing against the last de- 
pression rather than against the next one. Nevertheless, it 
ix right to sec in employment « crucial test of the social 
efficicncy of our economic system. Long-term un- 
employment has not only disastrous economic con- 
sequences; it endangers the very cohesion of society. The 
chronically unemployed has been deprived, without fault 
of his own, of his full citizenship, of his standing in the 
community, and of his self-respect. A society in which 
citizenship, standing, and self-respect depend upon such 
uncontrollable and incomprehensible forces as those 
unleashed by a depression, cannot possibly hold together 
or make sense to its members. No industrial society to-day 
can tolerate long-term unemployment or can afford to run 
the risks inherent init. Industrial society, as this last war 
has proved, can stand severe economic dislocations and 
shocks if only reasonably full employment 1s guaranteed. 
We must therefore subordinate all the questions discussed 
-o far in this chapter to the one: can full employment be 
obtained under the frec-enterprise system with its large 
corporations? 

“Full employment” is as ambiguous a term as such 
Slogans uw ually are. Tfwe ask whether the free-cnterprise 
‘ystem Can guarantee every man the job hc wants to have 
ovis qualified to do, the answer is astraight No’; nor can 
any o'har system give such a guarantec. Nor could we 
provide a permanent surplus of jobs—the demand made 
by Sir William Beveridge among others. The resulting 
inflationary prcssure would soon cut both productive 
efficicncy and purchasing power and thus bring about the 
very uncmployment we try to prevent. Altogether we 
would not want to eliminate economic fluctuations. Risks 
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can be abandoncd only if we also give up the chances. 
Complete stability means complete rigidity and stagnation. 
What we want is to prevent largc-scale, long-term 
uncmployment and to give all men with the ability and the 
will to work a reasonable opportunity to support them- 
selves by their own labour. The risks and fluctuations of a 
normal Jabour markct are perfectly bearable socially and 
economically. But we cannot stand the abnormal] labour- 
markct of a catastrophic depression. 

So much has been written about full employment and 
the prevention and control of economic depressions that 
the Jayman as well as the cconomist finds himself lost in 
the maze. Apparently, no two writers ever agree on the 
nature of the problem nor on its cure. Nevertheless, out 
of this copious and emotional di:cussion, several major 
conclusions have emerged. 

First, it has become quite clear to everybody but a few 
economic theoreticians battling over technicalities, that it 
is not of first importance to know the economic causes of 
depressions. Not only docs it seem highly probable that 
there is no one single cause of cconomic depressions but a 
multiplicity of interlocking causes. It has also become 
almost certain that none of the so-called causes—‘“‘tentative 
hypotheses” would be a more nearly accurate way of 
describing them—are really responsible for the depression. 
They serve only as the release. The real root of a de- 
pression is the structural complexity of the modern 
industrial system—that 1s, something we cannot cure or 
avoid. It would be just as reasonable to forbid people to 
use fire for heating, light and cooking in order to avoid 
burning down the house, as to try to avoid cconomic 
complexity to escape depressions. Economic complexity is 
a condition of productivity. We know also that the 
paralysis which tends to afflict a modern economy in a 
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depression, and which makes it a chronic depression, is not 
economic in nature. It is caused above all by the social 
dislocations and psychological shock of the depression 
itself. Economic policy must thus concentrate less on 
eliminating the economic causes of depressions, whatever 
they may be, than on overcoming the depression-caused 
inability to get going again. 

The experience of the last twenty years has shown us 
that the traditional counsel to Ict the economy cure itself 
has become irrelevant. It may be perfectly true that a 
depression, if Ieft alone, will ultimately provide its own 
cure. But the patient will have died of exposure and shock 
by that time. Modern industrial society simply cannot 
stand the social wreckage of prolonged unemployment and 
stagnation. However correct the economic theory of the 
advocates of a “‘hands off’ policy may be, they fail to 
understand that a major depression is primarily a social 
and political threat. Every industrial country must 
therefore adopt a policy of positive action and intervention 
in case of depression. 

Further, while we know very little about the causes of a 
depression, we do know a good deal about the cure. It has 
taken us a long time to learn the obvious—that chronic 
uncmployment is the same thing as a failure to employ our 
productive resources to their full capacity. Once that 1s 
clear, however, we can sce that the way out is to produce. 

A depression will not occur as long as the production of 
capital goods is maintained. In any depression, whatever 
its cause, employment will be restored by a rise in the 
production of capital goods to the level needed to sustain a 
normal economy. Though only a part—normally about a 
quarter—of a nation’s industrial volume, the production of 
capital goods determines total business. The largest 
volume of consumer goods production, on the other hand, 
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will never by itself overcome a depression or restore 
employment; all it can do—as we saw in 1936-7—is to 
create a deceptive “prosperity without cmployment’’. 
We have but to contrast the failure of al] attempts to 
overcome unemployment by doctoring its causes or by 
subsidizing consumption—such as the New Deal in this 
country or the policy of the National Government in 
England from 1931 to 1938—with the success of all 
policies which simply put capital goods industrics to work 
such as those in Soviet Russia, in Nazi Germany, and 
finally, after the outbreak of the war, in the democracies. 
And in a country which like the United States is largely 
independent of foreign supplies and of forcign markets, 
reasonably full production is always physically and 
cconomically possible given the will and the imagination. 

It follows that all attempts to solve uncmployment by 
indirect means are completely inadequate. This applics 
particularly to monctary policies, such as were the arcana 
of the New Deal. We have learned a great deal about 
monetary policy since 1914. One of the main lessons has 
been that monctary policy is only an auxiliary, though a 
very Important onc. Failure on the part of the Jay public 
to understand this may become a real dangcr at the onset 
of another depression as it may force the government of the 
day, whether Republican or Democratic, to fall back 
automatically on New Deal monctary policies as the 
“safe? and “traditional” course. But while these policics 
by their very novelty and incomprehensibility had a 
certain psychological effect in the nineteen-thirties, they 
will fail miserably the next time they are tried—thus 
inviting the demagogue to ride to power on the popular 
demand for a working depresston policy. 

It is often asserted that depression and unemployment 
are “capitalist” phenomena and could not possibly occur 
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under a socialist system. But everything we have learned 
about the anatomy and pathology of the depression 
contradicts the claim that economic fluctuations depend 
on the ownership of a society’s economic resources. A 
socialist svstem is subject to the same economic stresses and 
strains as a frec-enterprise system of comparable in- 
dustrial structure. What matters is not that the economy 
in a socialist state is socialist but that the government is 
absolute. For that enables it to intervene directly into the 
allocation of economic resources between production of 
capital goods and production of consumers’ goods. It is 
the increase of capital investment—that is expenditures 
for the production of capital goods—which keeps pro- 
duction as a whole going. If the free-enterprise system 
finds away to keep up the rate of capital investment in the 
face of a depression it can do as well as anv socialist state, 
and without giving the government absolute powers. 

But even though the absolute government of a socialist 
state has the power to order the production of capital 
goods, it knows as little as the government or the business- 
men of a capitalist country what capital goods to produce. 
Actually no socialist state to date has really solved the 
problem. Neither Sovict Russta nor Nazi Germany have 
been able to find any other outlet for their forced capital 
investments but war production; nor, so far, have the 
democracies. The Jast depresaion was overcome every- 
where only by producing for war. Tf war production 
should remain the only way out of a Jong-term: depression, 
industrial society would be reduced to the choice between 
suicide through total war or suicide through total de- 
pression. 
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The Business Cycle 


The first problem of a full-employment policy is to 
generate capital-goods production during a cyclical 
depression. In the last cyclical depression the New Deal 
tried to stimulate the production of producers’ goods by 
subsidizing the consumption of consumers’ goods. It 
failed because the existing producers’ goods equipment was 
sufficient to accommodate substantial increases in con- 
sumer-demand resulting from government § spending. 
There is no reason to belicve—in fact, there is every reason 
to disbclieve—that any repetition of the New Deal policies, 
even on a much morc sweeping scale would have a 
different result. That is, indeed, openly admitted in the 
new theories of the same economists whose ideas were 
responsible for the New Deal policies. Instead of demand- 
ing deficit spending to stimulate consumer expenditure 
their new programme calls for deficit spending on 
producers’ goods in the form of a large and well-prepared 
programme of public works.* 

The thinking that has gone into this programme is far 
more realistic than most of the ideas so far produced by 
private enterprise, At least the government economists 
squarcly face the issue of production. It should also be said 
that a programme of public works on a sufficiently large 
scale might have a fair chance of overcoming unemploy- 
ment provided it 1s accepted by the people; after all, 
economically spe aking, war production was nothing but a 
public works programme. There 1s no doubt that we shall 
adopt such a programme of government-financed and 
government-run public works, if there 1s no other way out 
of a depression. 


* The best short statement of this programme was Mr Henrv Wallace's 
testimony before the Senate Commerce Committee in January, 1945, on 
the occasion of his nomination as Secretary of Commerce 
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It would be pointless to deny that the case for a govern- 
ment-sponsored public-works programme is a strong one. 
But it does not really answer the question what public 
works we shall produce. Many of our planners seem to 
believe that all that is needed is a mechanism, and that the 
decision what to do with it will take care of itself. This 
makes it appear more than Jikely that, in an emergency, 
the public works actually undertaken will necessarily 
consist of armaments production. Everybody is in favour 
of national defence; patriotism—or its imitation—is always 
safe in politics. It is also the one large-scale production 
programme which we have the experience to organize and 
run. Finally, it can go on for ever as no country bent on 
arming itself has ever had a strong cnough army or a large 
enough navy. 

This should not be mistaken as an argument against a 
strong peace-time defcnee programme. On the contrary, a 
consistent policy of national preparedness is certainly 
necessary and desirable. But it would be disastrous— 
above all to the national defence of the country—if 
armaments were to become the means of providing 
employment rather than the outcome of a considered 
national defence policy. It certainly would not be in the 
interest of national defence to subordinate it to the 
requirements of the domestic cconomy. Nothing could be 
Iess conducive to peace or to security. For if this country— 
or any other of the great powcrs- -were to make its defence 
programme a function of ite domestic employment 
situation, it would become impossible to conduct a con- 
structive and well-thought-out foreign policy or to 
develop any lasting international collaboration. 

Morcover, the almost complete control of capital invest- 
ment by the government that is implied in such a pro- 
gramme must corrupt our system of government. Political 
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power would become the main means to economic 
advancement and gain. The government itself would 
become the football of sclfish interests out to divert the 
stream of government cash into their pockcts. It is no 
accident that the rise in the number of pressure groups 
during the last twenty vears paralleled the extension of 
government control and intervention in cconomic hfe. It 
is also no coincidence that the very planncrs who are most 
convinced that a government programme of public works 
is the only salvation of popular government, are also the 
people who proclaim most loudly that we must leave 
pohey making and administration to the expert bureaucrat 
rather than to submit them to popular di-cussion and 
decision. 

Finally, the advocates of a) government-sponsored 
public-works programme tend to forget that such a 
programme would have to be justified as an “cmergency 
measure” like the New Deal spending policies. Even if the 
government planners call their programme a “‘plan to 
promote free enterprise’, as has lately become the fashion, 
pubhe works would be regarded as a temporary expedient. 
This would revive the tension between the beliefs ofa large 
part of the population and the practice: of their govern- 
ment, Which has been such a marked feature of the New 
Deal. Such a cleavage tends to disorganize not only the 
political but alse the economic svstem. And like the New 
Deals “spending-lending’, a programme of public works 
may well fail to get the economy going again; its employ- 
ment-creating effect would be offset by a lead shrinkage 
in the private sector of the economy. The politics of a 
public-works programme might thus casily defeat the 
cconomics, Recovery would be only apparent as it was In 
1937. and not real. We would become dependent upon 


ob 


ever-increasing “‘shots in the arm” lke a drug addict, 
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ind might finally be forced into state-socialism by default. 

This should not be mistaken for an argument against 
sublic works as such. The old American tradition of 
‘internal improvements”, in which the Tennessee Valley 
Authority stands, is an excellent one. There is plenty of 
“oom in this country for a large-scale programme of 
‘internal improvements ’—highways, irrigation and power 
projects, reforestation or waterways. However, these 
necessary and beneficial projects could only be harmed 
grievously by being subordinated to the employment 
needs of the economy instead of being undertaken in the 
national interest. Their usefulness and ther benefits 
would seriously be impaired were they to be made 
political projects designed not to strengthen America’s 
permanent cconomic structure but to provide emergency 
relief. To be efficient and cuceessful) a public-works 
programme must not be subordinated to political or social 
considerations alien to it. The TVA iw an example. It 
succecded only after it had ceased to be run primarily as an 
experiment in “planned living” and as a stick with which 
to beat business, and concentrated—in collaboration with 
business—-on its own jobs: flood control, power supply, 
land rehabilitation. 

A good many of the advocates of planning admit al] this. 
But they contend that there 1s no alternative and that only 
the government can cffectively provide production and 
employment in a depression. It was indeed true that 
only the government could have provided the consumer 
purchasing power on which the “‘old’? New Deal based 
itself. But investment in producers’ goods is something 
very different. 
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and might finally be torced into state-socialism by default. 

This should not be mistaken for an argument against 
public works as such. The old American tradition of 
“internal improvements”, in which the Tennessee Valley 
Authority stands, is an excellent one. There is plenty of 
room in this country for a large-scale programme of 
‘internal improvements '—-highways, irrigation and power 
projects, reforestation or waterwavs. However, these 
necessary and beneficial projects could only be harmed 
grievously by being subordinated to the employment 
needs of the cconomy instead of being undertaken in the 
national interest. Their usefulness and ther benefits 
would seriously be impaircd were they to be made 
political projects designed not to strengthen America’s 
permanent cconomic structure but to provide emergency 
rehef. To be efficient and suceessful a public-works 
programme must not be subordinated to political or social 
considerations alien to it. The TVA tw an cxample. It 
succeeded only after it had ceased to be 1un primarily as an 
experiment in “planned living” and as a stick with which 
to beat business, and concentrated—in collaboration with 
business—on its own jobs: flood control], power supply, 
land rc habilitation. 

A good many of the advocates of planning admit all this. 
But they contend that there is no alternative and that only 
the government can effectively provide production and 
emplovment in a depression. It was indeed true that 
only the government could have provided the consumer 
purchasing power on which the “old” New Deal based 
itself. But investment in producers’ goods is something 
very clifferent. 
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and might finally be forced into state-socialism by default. 

This should not be mistaken for an argument against 
public works as such. The old American tradition of 
“internal improvements’, in which the Tennessee Valley 
Authority stands, is an excellent one. There is plenty of 
room in this country for a large-scale programme of 
‘Internal improvements ’—-highways, irrigation and power 
projects, reforestation or waterways. However, these 
necessary and beneficial projects could only be harmed 
grievously by being subordinated to the employment 
needs of the cconomy instead of being undertaken in the 
national interest. Their usefulness and ther benefits 
would seriously be impaired were they to be made 
political projects designed not to strengthen Americ.s 
permanent economic structure but to provide emergency 
relief. To be efficient and successful a public-works 
programme must not be subordinated to political or social 
considerations ahien to it. The TVWAas an cxample. It 
succecded only after it had ceased to be run primarily as an 
experiment in “planned living” and as a stick with which 
to beat business, and concentrated—in collaboration with 
business—on its own jobs: flood control, power supply, 
land rehabilitation. 

A good many of the advocates of planning admit all this. 
But they contend that there is no alternative and that only 
the government can effectively provide production and 
employment in a depression. Tt was indeed true that 
only the government could have provided the consumer 
purchasing power on which the “old” New Deal based 
itself. But investment in producers’ goods 1s something 
very clifferent. 
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Challenge to Business Leaders 


It is perhaps the greatest weakness of Amcrican business 
leaders to-day that they have not seriously come to grips 
with the question of full employment. If the large 
corporations do not offer a constructive and positive full- 
employment policy, they concede defeat without a fight. 
The demand to Ict nature take its course is not a policy at 
all. Indeed it amounts to an abdication of the leadership 
which Big Business claims. It is an admission that only the 
government can do something constructive. There are 
some signs that the large corporations are beginning to 
realize their responsibility, and that they are coming out 
of the state of shock which has paralysed their social and 
political imagination since the Depression. Signs of a new 
attitude are the concern of business leaders with re- 
conversion, resetllement of dislocated workers, and re- 
employment of veterans, and the work of groups such as 
the Committee for Economic Development. But the real 
problem has yet to be tackled and tackled right away. 

Actually the challenge of unemployment provides 
business with one of its greatest chances. It is possible to 
provide full employment on a frec-enterprise basis, 
notwithstanding the contrary views of the planners. The 
following pages do not pretend to present solutions. They 
only try to show how the problem might be attacked and 
from what angle. 

Any attempt to work out a full-cmployment policy must 
start with the realization that the advocatcs of govern- 
ment-sponsored public works are right in two of their 
fundamental assertions. The problem of uncmployment 
has to be attacked directly by providing work for the 
producers’ goods industries. Also in a modern industrial 
economy the time unit of economic life is not the calendar 
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year but the business cycle of seven to fifteen years. On 
this realization rests the demand of our planners that 
government base its policies on a ten-year “average” of 
capital investment. The business cycle is roughly equal to 
the average life-span of capital equipment during which 
it has to pay for itself and at the end of which it has to be 
replaced. Ten to fifteen years 1s also the average deveclop- 
ment period of new industries, new products, and new 
processes, from the laboratory stage to that of successful 
commercial] production. For the farmer the calendar year 
is indeed much more than a convenient measurement; his 
production cycle actually runs from harvest to harvest. 
But to apply the farmer's unit of cconomic life to an 
industrial economy, except as a conventional measure- 
ment, cannot be justified: yet we let the calendar year 
determine our economic thinking and our economic 
policy. The proposal of the advocates of public works to 
spread the capital investment of an cconomy over thic 
period of the business cycle is, therefore, essentially sound. 
But does it really require government control and large- 
scale deficit financing to accomplish a reform of the 
meacuring unit? 

We would achieve practically all that is promised by the 
public-works programme—and achieve it on the basis of 
free enterprise-—by an elementary reform of our fiscal 
system which would make it conform to the facts of modern 
economic life. 

Our fiscal pohcy to-day applies the convention of the 
calendar ve ar like a strait jacket to our industrial cconomy 
which makes practically impossible business investments in 
bad years. Our revenue laws all but completely separate 
the financial results of one year from the financial results of 
another year. January first, or the beginning of the new 
accounting year, are points at which, according to the 
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fiction on which we base fiscal policy, industrial life starts 
all over again from scratch. The onc highly inadequate 
exception is in the provision which allows the deduction of 
losses incurred during the past two vears from current 
profits—and even that is regarded as an unjustifiable 
concession by the fiscal mind. 

The hold which a completely obsolete timc -convention 
has on our fiscal policy shows even more in our failure to 
grasp the obvious fact that a new business during its first 
years 1s not an economic adult but an economic child, who 
needs special protection. Nobody would put a soldier’s 
pack, complcte with rifle and tent, on the shoulders of a 
six year old and expect him to be able to go through a 
twenty-mile forced march; yet, in its treatment of new 
ventures, our fiscal system does just that.* 

A change from an annual basi« of taxation to a cyclical 
one would not, of course. roplace annual tax payments by 
a payment made once every ten years on the over-all 
profit of a cyclical period. But just as we have succeeded 
in the payment of the individual incomce-tax to combine 
“pay as vou go” taxes with an ultimate assessment of an 
annual tax, we can casily Combine annual business taxes 
on a preliminary pro rata basis with a final adjustment 
payment once every ten or twelve years. While payments 
would be aunual the basis would be cyclical returns. 

A cycheal approach to the taxation of business would 
result in taxes being levied on the actual profit rather than 
on the fictitious figure of the “fannual profit”. This would 
make it possible to use cyclical taxation to bring about 
capital investment in depression vears. To-day we tax all 
annual profits beyond an often insufficient provision for 

* It hardly needs emphasizing that this 1s not an attack on New Deal 


fiscal policy, critical as J am of it The calendar-vear approach was used 
1n pust the same way and with the same results under Herbert Hoover 
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depreciation. Thus business—cspecially with the present. 
almost confiscatory tax rates—can normally neither 
provide for the risks inherent in expansion nor accumulate 
the capital reserve with which to finance tt. 

Under a system of cyclical taxes there would be no 
conceivable reason why reserves made out of annual profit 
should be limited to minimum depreciation needs. We 
could allow business, whether big or small, to sct aside for 
future contingencies as much as they consider advisable— 
if they set aside too much, the government would regain 
its lost tax income a few years later anvhow. And that 
would make it possible to encourage and to reward the 
setting aside of reserves out of current profits as a basis 
for a positive unemployment policy. 


The Employment Fund 


To prevent unemployment, business should be exempted 
from taxes on reserves for future contingencics set aside out 
of current profits. These reserves would become taxable, 
however, unless they were actually used within a specified 
period—say ten years—cithcr to offset losses or for cm- 
ployment-creating capital investments, such as investments 
in new equipment, new plants, new products and pro- 
cesses. We should put a positive reward on the use of such 
reserves for cmployment-creating investments in de- 
pression times—perhaps something hike a discount of ten 
cents on the current tax for every dollar spent productively 
during a business recession or depression. At the same 
time we should penalize heavily the hoarding of these 
reserves in times of slack employment. 

By means of such a policy, we would force business to 
work out long-term plans for capital investment. This 
would on the one hand lessen the danger of over- 
speculation or boom. On the other hand it would greatly 
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reduce the danger of dcfeatist under-investment in a 
depression, that is at a time when without such plans and 
without a concept of a long-term rate of business profit- 
ability, nobody darcs to invest. We would also create in a 
few years a revolving fund available for capital investment 
that would be morc than ample to provide the necessary 
expenditure in producers’ goods even during the worst 
depression year. Let us assume corporation profits before 
taxes of twelve billion dollars a year—a very low cstimate 
which implies a sharp falling off of business volume in the 
post-war period. We could then expect annual reserves of 
at Icast three billion dollars over and above the de- 
preciation provisions. Within five years (except during a 
depression) we would have accumulated a capital invest- 
ment fund of fifteen billion dollars which is morc than the 
amount of capital expenditure that, if spent in 1932, 
would have converted a period of intense depression and 
uncmployment into one of high business volume and full 
employment. Actually, if such a fund existed and were 
used, we should never have to fear a collapse like that of 
1932. The existence of the fund alone, and its impact on 
the economy in the early stages of a depression should be 
enough to prevent the psychological collapse which makes 
a depression chronic. In fine, such a fund without costing 
the taxpayer one cent,* would perform efficiently and 
effectively the job that the government planners propose to 
perform by means of deficit-financed public works; and it 
would do so without any of the social and_ political 
dangers inherent in public works. 


®* Any part of the fund not used for employment-creating investment, 
would become taxable at the full rate within ten vears, thus tax pav- 
ment would only be postponed. And that part that 1. being used would 
simply take the place of government expenditure-——hkely to be much 
larger than the uncollected tax which would otherwise be needed in 
depression vears. 
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To give such a policy maximum effectiveness, the funds 
set aside for capital investment might serve as the basis for 
a guarantce of employment in poor years. Everybody 
knows that unemployment insurance is not an insurance 
against unemployment at all. It gives moncy instead of a 
job; but money payments, even if the rates are high, do 
not make good the loss of standing in family and com- 
munity and the loss of self-respect which follows the loss of 
work. Also, no unemployment insurance can possibly 
provide against more than temporary uncmployment. 

Our Social Security laws admit that frankly; yet the rate 
the law aims at is based on the fantastic attempt to 
provide by insurance against a general catastrophe— 
about as sensible as if marine insurance rates were to be 
based on the risk of simultaneous and total loss of all ships. 
The resultant compromise-rate between a premium that 
would correspond to the normal risk of temporary 
uncmployment in a going economy, and the rate that 
would correspond to the risk of general and permanent 
unemployment—which on an actuarial basis might 
approach a premium several] times the current wage—tis 
far too high for the ordinary insurance purpose and 
ridiculously low for the pretended purpose. Small wonder 
that the application of this Iegal rate has had to be 
postponed year after year. The same criticism applies to 
the Beveridge plan. 

This does not mean that unemployment insurance is 
worthless; but it applics properly to transitory short-term 
unemployment in a going cconomy. Any need over and 
above that would have to be satisfied out of reserve funds 
which actually provide jobs. Such a reservoir could be 
created if business were permitted to sect aside, free of 
taxation, funds car-marked for employment-creating 
purposes. If such funds exist, business could guarantee 
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jobs to its workers—not indcfinitely, and not to all, but for 
a considerable period varying with the length of service. 

Moreover, such an investment and employment 
reservoir might have 4 marked and beneficial effect on 
union wage policies. At present the union automatically 
demands an increase in wage rates in good years, even 
when living costs are not rising. Yet it also fights against 
any decrease of the wage rate in bad ycars. The wage 
structure thus acquires a rigidity which is one of the 
grcatest obstacles to recovery in a depression; for it 
prevents an adaptation of industry’s major cost factor to 
economic conditions. 

Intelligent union leaders know very well that this policy 
is harmful not only to the economy, but to labour itself. 
But under present conditions they could not change it. 
One reason is that the more members of a worker’s family 
are out of work, the greater the demands on the pay 
cheques of those who still have a job. For the worker the 
economic unit Is the family, and the income that matters is 
family income. This was shown clearly in the carly years 
of the Nazi regime in Germany. Hitler cut wage rates 
sharply below the union-maintained levels of 1932. At the 
same time armaments production and the building up of a 
huge army and an equally huge bureaucracy soon restored 
employment. As a result, the average German worker felt 
that his income, that is, family income, had been increased 
by the Nazi regime which egrcatly puzzled foreign 
observers who only saw the slash in the individual worker’s 
pay cheque. 

If only one out of three working members of a family 
becomes unemployed, the family income 1s cut by one 
third—and few working-class families have enough of a 
margin in their budgct to stand such a cut without under- 
going real hardships. To maintain the wage of the two 
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members who are sull employed, thus appears the least 
that can be done for the worker. If there only would be a 
reasonable chance that numerical employment could be 
maintained, Jabour might be able and willing to agree to 
take cuts in the wage rate during bad times; and an 
investment and employment reservoir would provide the 
assurance of maintaining numerical employment. 

In addition, such a reserve fund might answer labour’s 
main argument for economically unjustificd wage in- 
creases In good years—that the worker has to provide an 
emergency fund during good years in view of the uncertain 
nature of his employment. Altogether an employment 
reserve would give the worker a feeling of security which 
should go a long way towards counteracting that psy- 
chological defeatism which is so largely responsible for the 
depression’s tendency to become permanent. 

There are probably serious objections to this plan; 
certainly a great deal of expert work would have to be 
done before it could be put into action. But it 1s not 
offered as a final solution, nor is it pretended that by itself 
it will be sufficient. It is presented only to show that 1t is 
possible to control cyclical depressions in a free-enterprise 
economy, provided industry and government usc 
imagination and initiative. 


Expansion 


A full-employment policy must not only overcome 
cyclical depressions. It must also provide for the constant 
expansion of our economy to keep step both with the 
increase in the working population and with the con- 
tinuous increase in productivity per man-hour which may 
cause technological unemployment. During the last ten 
vears, it has become popular to assert that ours is a 
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‘‘mature economy” which can no longer rely on automatic 
expansion and which must substitute government action 
and control for our traditional trust in natural growth. 

This assertion rests on two premises: that American 
¢xpansion in the past was largcly based on the appro- 
priation and over-rapid exploitation of naturc’s bounties 
which can no longer be continued without serious 
depiction of the nation’s natural capital; and that the 
major arcas of economic expansion lie in fields which 
cannot be adequately worked on the basis of our existing 
system of distribution. These premises arc, broadly 
speaking, correct; the question 1s only whether they lead to 
the conclusion that economic expansion 1s to be obtained 
only from government intervention and control. 

It is certainly true that in the interest of its national! 
survival this country can no longer permit the depletion of 
such resources as soil, forests or petroleum. The main 
source of future expansion must be the accumulated 
reserves of created capital, that is, profits, and the 
initiative and imagination of the country’s inhabitants. 
To say that a country in this position has reached the state 
of maturity in which its economy cannot grow Is nonsense. 
According to this assertion a country like Germany could 
never have become a major industrial producer. Her 
industry was built up in the fifty years before the first 
World War with meagre and carefully husbanded natural 
resources. 

The correct conclusion, as has been said once before, 1s 
that in the future we will have to rely to a greater extent 
on the capital accumulated out of current profits. Even if 
we assume that the rate of expansion in the future will be 
less than it has been in the past, we shall need a higher 
profit margin coupled with a fiscal policy which puts 
positive rewards on the use of profits for future expansion. 
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We must also adopt a new policy of conservation 
towards young and growing businesses. We have become 
conservation-conscious in respect to the resources supplied 
by nature. But we are still unbelievably spendthrift with 
the resources supplied by man, that is, imagination, 
courage and initiative. In the future, these man-made 
economic assets will become the more important, the more 
we have to conserve our natural resources. If we do not 
protect and conserve these asscts we shall exploit and 
exhaust them even more rapidly than we have been 
depleting our resources of iron ore or petroleum. While 
we may expect human ingenuity, initiative and imagina- 
tion to find substitutes for exhausted natural resources— 
within limits, of course—there is no substitute for the 
human resources of a society once they have been choked 
off. Hence the argument of the mature economy docs not 
lead to a demand for government planning or contro! but 
on the contrary to a demand for the encouragement and 
rewarding of individual enterprise and initiative. 

Our present fiscal policy docs its best to stifle new 
ventures. Instead of building them up, it loads on their 
shoulders the full burden of a grown and _ cstablished 
business. New ventures should be exempted from 
taxation entircly for the first decade, at least they should 
be allowed to deduct in full all loss incurred during that 
formative period. At the same time—and this is largely a 
task for private business—we have to make it possible for 
such new ventures to obtain equity capital. To-day—as a 
result of our tax policies as well as of a bureaucratic 
approach to banking policy—there are no sources of 
capital for new ventures. That such capital can be 
supplicd, is shown by the fact that General Motors 
successfully supplies equity capital to dealers within the 
limits of ordinary banking risks and profits. But before this 
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example could be copied on a large scale, we would have 
to alter radically our fiscal mentality and policy. 

The doctrine of the mature economy asserts that the 
major areas of cconomic expansion open to us to-~<day 
cannot be worked satisfactorily under the present dis- 
tribution system. This assertion leaves out entirely the 
possibility of developing new major industries—aviation, 
electronics, new sources of cnergy—which so far in the 
history of modern cconomic life have always sprung up to 
confound the prophets of stagnation. But no policy can 
reasonably be based upon the assumption that we will get 
new industries in the future because we have always got 
them in the past. We therefore have to agree that the 
greatest unfulfilled needs of our economy, cacept for war- 
created shortages, may lic in areas such as housing, where 
private enterprise has not so far built up a distributive 
system capable of satisfying the tremendous latent 
demand. ‘The reason for this ts that our distribution system 
is largely geared to individual market action alone. 
Demands like that for housing cannot however be easily 
satisficd by the isolated action of the individual in the 
markct. 

We know that houses can be built very cheaply—cheap 
enough to bring good new housing within reach of all but a 
small portion of the population—-provided that they are 
mass-produced and mass-assembled. This means _ the 
removal of those union restrictions which to-day prevent 
the use of efficient building methods and of cheap building 
materials. It also means that cheap housing can only be 
achieved if a large number of units are put up at the same 
time together with an organized system of transportation 
and sewage disposal, with hospitals, schools and stores. 
The economics of housing are not so very different from 
those of railway transportation, or electric power supply, 
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none of which can be provided for an isolated individual 
consumer though the economic satisfaction they give is 
individual, not group, satisfaction. The question is only 
how to organize this community action for individual 
satisfaction, that is, how to make possible mass production 
and mass assembly. 

Compared to other cconomic problems solved success- 
fully in the past, this problem of organization is a simple 
matter. One way to solve it was shown by the insurance 
company that built the New York housing development of 
Parkchester. Community projects can be financed by 
institutions like insurance companics or savings banks, 
which administer the accumulated savings of the com- 
munity. Another way would be through the organization 
of local co-operatives for specific local projects. This 
would require positive action on the part of the govern- 
ment in the form of special tax exemptions. The govern- 
ment would also have to supply expert advice and 
assistance, perhaps modelled after that most successful of 
all government agencies, the County Farm Agent. It will 
be necessary in poorer regions to supplement local capital 
resources with loans and grants-in-aid from the govern- 
ment. But while there is a fertile field for federal 
encouragement, advice and help, there does not seem to 
be any necessity for large-scale direct government action 
in order to make effective the latent demands of our 
economy on the satisfaction of which economic expansion 
seems to depend. 


The Economic Policy of a Free-Enterprise Soctety 


To sum up: If we have no workable policy to overcome 
serious long-term unemployment the government .will 
assume control of the national capital-goods investment in 
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the next major depression. We will be forced into a 
collectivist economy. This is incvitable not only because of 
the popular pressure for a working depression policy, but 
also because long-term mass-unemployment threatens the 
cohesion and survival of the social fabric. And the first 
duty of any government is to the survival of the body 
politic. 

But we can overcome a depression and provide em- 
ployment as well or better within the framework of a free- 
enterprise system. In the first place, the mere switch to 
collectivism would not automatically climinate depression 
and the need for a depression policy, as some of the 
advocates of planning contend. We would still have to 
solve all the problems of procuring and maintaining 
capital-goods investments. For the depression itself is not 
just the result of the structure of the free-enterprise system. 
Secondly, the only way to overcome a depression, to 
increase capital investment to its normal level, is as open 
to a frec-cnterprise system as to a collectivist one. The 
questions involved are all of a technical nature, and can be 
solved under any system provided the economic resources 
are given. If we succeed in mobilizing the resources of a 
frec-entcrprise cconomy to maintain and to cxpand 
capital investment, we shall not only avoid the economic, 
social and political dangers of the collectivist solution. 
We shall have made sure that there is always an answer to 
that most urgent and so far unanswered question: what 
capital goods shall we produce? The answer will not be 
armaments, as scems almost inevitable under a collectivist 
government, but production that is based on the needs of 
the individual consumer and that leads to greater national 
wealth. 


There 1s no inherent and unavoidable conflict between 
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the basic requirements of social stability and functioning 
and the basic requirements of corporate stability and 
functioning; harmony can be established between the 
necds of socicty and the purposes and needs of the large 
corporation. There will, of course, always be much room 
for disagreements on specific issues and on the exact line to 
follow in cach concrete case. But this conflict need not 
extend to fundamentals. A free-enterprise economy which 
organizcs its industrial resources in large corporations, 
and a stable and strong society are not only compatible, 
they arc complementary. Above all, profit and _ profit- 
ability are not inimical to the best intcrests of society but 
essential to its well-being and very existence. Profit is 
society’s Insurance against the risks of economic life. And 
as the only source of capital formation, it is the basis both 
of all economic expansion and of any workable depression 
and full-cemployment policy. 

There are five pillars on which an economic policy for a 
free-enterprise society rests. 

(1) It must have a working full-employment policy. 
Without reasonable full and stable cmployment, we could 
actually not have an economic policy at al) but would be 
forced to rely on improvisations and emergency measures. 
Without such a policy, free enterprise will not be main- 
tained in any industrial country whatever the arguments 
against its abandonment or against collectivism. On the 
other hand, we can say that as far as this country 1s 
concerned, no successful full-employment policy can be 
worked out except on the basis of the free-entcrprise 
system. Any full-employment policy based on collectivist 
principles seems likely, for a considerable time to come, to 
run afoul of the belicfs and desires of the Amcrican people 
and might thus well be reduced to ineffectiveness. A full- 
employment policy which promises to overcome the 
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the next major depression. We will be forced into a 
collectivist economy. This is inevitable not only because of 
the popular pressure for a working depression policy, but 
also because long-term mass-unemployment threatens the 
cohesion and survival of the social fabric. And the first 
duty of any government is to the survival of the body 
politic. 

But we can overcome a depression and provide em- 
ployment as well or better within the framework of a free- 
enterprise system. In the first place, the mere switch to 
collectivism would not automatically climinate depression 
and the need for a depression policy, as some of the 
advocates of planning contend. We would still have to 
solve all the problems of procuring and maintaining 
capital-goods investments. For the depression itself is not 
just the result of the structure of the free-enterprise system. 
Secondly, the only way to overcome a depression, to 
increase capital investment to its normal level, 1s as open 
to a free-cnterprise system as to a collectivist one. The 
questions involved are all of a technical nature, and can be 
solved under any system provided the economic resources 
are given. If we succeed in mobilizing the resources of a 
free-cnterprise cconomy to maintain and to expand 
capital investment, we shall not only avoid the economic, 
social and political dangers of the collectivist solution. 
We shall have made sure that there is always an answer to 
that most urgent and so far unanswered question: what 
capital goods shall we produce? The answer will not be 
armaments, as seems almost inevitable under a collectivist 
government, but production that is based on the needs of 
the individual consumer and that leads to greater national] 
wealth. 


There ts no inherent and unavoidable conflict between 
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the basic requirements of social stability and functioning 
and the basic requirements of corporate stability and 
functioning; harmony can be established between the 
needs of socicty and the purposes and needs of the large 
corporation. There will, of course, always be much room 
for disagreements on specific issues and on the exact line to 
follow in cach concrete case. But this conflict need not 
extend to fundamentals. A free-enterprise economy which 
organizes its industrial resources in large corporations, 
and a stable and strong socicty are not only compatible, 
they are complementary. Above all, profit and profit- 
ability are not inimical to the best interests of society but 
essential to its well-being and very existence. Profit is 
society’s insurance against the risks of economic life. And 
as the only source of capital formation, it 1s the basis both 
of all economic expansion and of any workable depression 
and full-employment policy. 

There are five pillars on which an cconomic policy for a 
frec-enterprise society rests. 

(1) It must have a working full-employment policy. 
Without reasonable full and stable employment, we could 
actually not have an economic policy at al] but would be 
forced to rely on improvisations and emergency measures. 
Without such a policy, free enterprise will not be main- 
tained in any industrial country whatever the arguments 
against its abandonment or against collectivism. On the 
other hand, we can say that as far as this country 1s 
concerned, no successful full-employment policy can be 
worked out except on the basis of the free-enterprise 
system. Any full-employment policy based on collectivist 
principles scecms likely, for a considerable time to come, to 
run afoul of the beliefs and desires of the American people 
and might thus well be reduced to ineffectiveness. A full- 
employment policy which promises to overcome the 
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nightmare of chronic unemployment, and which at the 
same time bases itself on the free-enterprise system, is the 
only one that can be effective in this country. To show 
that such a policy can be attained has been the purpose 
of the preceding pages. To work it out is the most urgent 
task of domestic policy—a task for government and 
business alike. 

(2) A workable cconomic policy requires the clear 
determination of those spheres in which the survival 
interest of society demands collective political rather than 
individual economic action. In these spheres the govern- 
ment must assume direc! control and must pursue a 
vigorous, constructive policy. National defence or the 
administration of justice are obvious examples, as are the 
“internal improvements’’ which set the frame for in- 
dividual economic action. These tasks should be worked 
out clearly and should be made the unambiguous re- 
sponsibility of strong government agencies equipped for 
decisive action. They should be seen not as competing 
with, but as complementary to, the sphere of free enter- 
prise and of individual decision. 

(3) There are some very important areas of economic 
life which, in the interest of economic efficiency, should be 
organized on the basis of economic rationality, that is on 
and by market pricc, but which must also be protected 
against the market in the interest of social stability or of 
social justice. The clearest examples in this country 
to-day are to be found in farming where the family farm 
has to be protected for social reasons against the full and 
immediate effects of technological progress which threatens 
to destroy it. 

How much political intervention is desirable—if it is 
desirable at all—is a question that has to be decided 
pragmatically from issue to issue. But whatever the 
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decision is, politica] action in such matters should not take 
the form of direct control and intervention. Government 
should confine itself to establishing the limits within which 
the free-enterprise system and the market are allowed to 
operate freely. Both for political and for cconomic 
reasons the proper and cfficient economic regulation must 
not work through administrative control and interference 
but through the legislative and judicial determination of 
the limits and conditions under which business is to 
operate. 

(4) One of the most important tasks of such regulation 
—and one which is in the interest of free enterprise itself— 
is the prevention of monopoly. But we have to be carcful 
not to confuse monopoly which is always anti-social, with 
mere bigness which can be made into a social asset 
through decentralization. We also have to differentiate 
between genuinely monopolistic practiccs and attempts on 
the part of business to promote social stability through 
long-term pricc, sales and employment policies which by 
attempting to put economic action on the basis of thie 
business cycle—instead of the calendar year or the season 
—promote the best interests of socicty. 

(5) Finally, we should centre our economic policy on 
the conservation of our human and man-made economic 
assets. This means the adoption of a fiscal policy and 
mentality which encourages the accumulation of capital 
resources for future capital investments. It also means 
adopting a positive policy of stimulation and encourage- 
ment for new ventures and for young enterprises and the 
supply of equity capital to them on a free-cnterprise basis. 


One reservation must, however, be made to our 
statement that there is no conflict between the needs of 
free enterprise and those of modern industrial society. 
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The harmony without which there can be no free- 
enterprise economic policy is possible only as long as (a) 
our society continues to believe in economic progress as 
good, and (b) as long as social survival docs not demand 
full control of the entire cconomy by the state. A free- 
enterprise society would become impossible if we had to 
live under total depression or total war. 

If we do not succeed in overcoming depressions our 
society will almost certainly make cconomic security 
rather than cconomic progress the goal of cconomic 
activity. This could be accomplished only by the 
elimination of risk and chance, the abolition of change— 
and with it of expansion—and the “freezing” of pro- 
ductive techniques. It would also mean that the goal of 
economic activity is no longer seen in the satisfaction of 
the cconomic wants of the individual consumer. The 
profit motive as the mechanism through which individual 
actions are made socially cffective, and the market as the 
institution of cconomic rationality, would both cease to 
make sense socially. The free-enterprise system would no 
longer fulfil basic social needs in fulfilling itself; its needs 
and requirements would appear to be in conflict to 
socicty’s needs. Also, the government would be forced to 
tuke control of the cconomy if we do not succeed in 
overcoming depressions otherwise. For if} mass un- 
employment becomes chronic the survival of society 
demands collective political control over the whole of 
economic life. 

A much more serious threat is that of total war. Not 
only can we overcome depressions on the basis and with 
the resources of the free-cnterprise system. There will also 
be powerful political resistance against a_ collectivist 
depression policy—although it is unlikely to prevail if the 
depression lasts long enough. If we have to live under the 
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threat of total war we shall, however, not only have 
political pressure for complete state control. The objective 
requirements of modern total war are such that it requires 
that al] economic goals be subordinated to the collective 
goal of national survival and that all cconomic activity 
be controlled by the central government. To Iet the 
economic wants of the individual consumer decide 
production and distribution becomes absolutely im- 
possible under the technological conditions of modern war- 
fare. For even the wealthiest and strongest country ts 
forced to devote more than half of the nation’s resources 
to war production which has to be under centralized 
government control. By contrast, nincteenth century war- 
farc rarely employed more than onc eighth of a belligerent’s 
productive resources, usually much less. And it is un- 
likely that the rapidly expanding military and naval 
technology of the late seventeenth and carly cighteenth 
century which a historian of Tawney’s rank holds largely 
responsible for the rise of Enlightened Despotism and 
centralized government, cver absorbed more than a 
quarter of the resources of a major country not excluding 
France during the ruinous wars of Louis XIV. According 
to Delbrucck, Germany’s foremost historian of war- 
fare, Frederick the Great amazed everybody in_ his 
“total Wars”, by mobilizing almost one third of the 
economic resources of his poor and backward Prussia 
tor war purposes. Indeed our time is unprecedented 
both in the demands military technology makes upon 
the economy and in the ability “totally” to organize 
the economy for the satisfaction of the demands. But 
even if civilization should survive free enterprise would 
certainly be a casualty in the first “atomic war”. 

To develop in this country an economic policy which 
will give us a functioning industrial socicty based on 
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free enterprise and the modern corporation, will not 
eliminate war, but it will greatly contribute towards 
world peace and stability—perhaps more and more 
directly than anything else in the Unitcd States could do 
by itself. 
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